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e In the Record e 


Quarterly Review of Business in Canada 


As in the United States, consumer spending was the 
buoyant factor balking recession and boosting recovery in 
Canada. But while consumption expenditures continued to 
rise throughout 1954, Canadians “apparently became* more 
cautious about major outlays,” and spending for durable 
goods dropped 6.3%. Increases in soft-goods and service 
outlays more than offset this decline, however. 

What accounts for the buoyancy of consumer spending, 
and will it continue? What part did consumers’ accumula- 
tions of liquid assets play in the stability of spending ? What 
about saving? And credit? “In Canada: Consumers Held 
the Line,” on page 130, gives many facts and figures to 
answer these questions. 

Preceding this quarterly report prepared by our Canadian 
office in Montreal is a two-page chart feature on labor trends 
in Canada over the past decade. On these pages are graphed 
the long-run rise in labor income, average hourly earnings and 
average weekly wages, as well as the growth in the labor force. 


Toward the Second Half 


Now that most of the first-quarter statistics are in, and 
looking very cheering, businessmen and economists are asking: 
“‘Where do we go from here?’ By March, figures indicated 
strong recovery, with retail trade at very high levels, non- 
residential building on the rise, machinery industries improv- 
ing, and inventory demand increasing. But will the trend 
stay upward through the second half of 1955? 

Some idea as to the answer can be gotten from the govern- 
ment agency surveys of businessmen’s and consumers’ plans 
and expectations. They seem to reflect optimism. “1955: A 
First Look at the Second Half,” on the next page, translates 
this optimism into the specific areas of possible further 
expansion. 


Who Moves the Freight? 


Where once railroads were the only important link between 
farm and factory, manufacturer and market, today they are 
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faced with aggressive competition from motor trucks, pipe- 
lines, air and water carriers. In 1926, more than three fourths 
of all intercity freight moved by rail; in 1953, a mere half 
was carried,by rail. And with loss of position, the composi- 
tion of railroad freight has changed, at the cost of freight 
revenues. For a quick look at causes and effects, and the 
railroads’ answer to this challenge, see page 150. 


How To Tame A Boom 


The economies of the rest of the world obviously have an 
important effect on the economic health of the United States. 
And the expansionary forces, particularly in Western Europe, 
have given an unexpected boost to our economy. 


Canada’s current recovery is discussed in the article and 
chart spread described above, while the boom in Britain— 
its overemployment, rising production index, expanding trade 
and inflation—is portrayed in another chart feature on 
page 137. 


While all the world loves a boom, there are many who 
don’t want it to run away. What Britain is doing to try to 
calm her economy without depressing it is discussed in the 
text“ accompanying the charts. 


Cost of Selling Goes Up 


The trend is for a higher proportion of the sales dollar to 
go for selling and distribution costs. That’s what most of 
the 125 manufacturing companies cooperating in this month’s 
survey of business practices have found. In 1954, this trend 
was accentuated “by a lower volume of sales in relation to 
the somewhat fixed nature of some selling and distribution 
expenses.” But even in 1955, when sales are expected to 
improve considerably, many companies expect marketing 
costs to increase relatively. The reason is “management’s 
growing awareness of the need for adequate marketing.” 

Tables of the companies’ current selling-and-distribution- 
expense ratios, and managements’ comments on them, are 
given on page 142. 


The Upturn in Capital Goods 
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URING MARCH, most of the business head- 
lines were being made by Senator Fulbright, 
the parade of witnesses before his committee, 

and the stock market itself. But at the same time 
that the Fulbright committee was getting down to the 
business of public hearings, a number of government 
agencies—the Federal Reserve, the Department of 
Commerce, and the Securities and Exchange Com- 
mission—were out in the grass roots questioning busi- 
nessmen and consumers on some matters not entirely 
unrelated to the course of securities prices. 

The results of these surveys, which were released in 
mid-March, point to a considerable degree of general 
optimism, although neither consumers nor business- 
men were unrestrainedly, or speculatively, enthusi- 
astic. They add up to some sound underpinnings for 
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the 1955 recovery, notably but certainly not exclu- 
sively, in the areas of capital goods, consumer dur- 
ables, and residential construction. And together they 
suggest a level of corporate profits which should 
make comforting reading for stockholders in the 
months ahead. 

Consumers, questioned in late January and Febru- 
ary by the Federal Reserve in cooperation with the 
Survey Research Center of the University of Michi- 
gan, reported a generally favorable view of 1955 
economic conditions and of their own prospects in the 
current year. Of a preliminary sample of about 
3,000 families, 38% considered themselves better off 
than a year earlier; and 39% expected to be making 
more a year from now. Both of these figures compare 
favorably with the results of the 1954 survey; and 
both figures rank as about the highest since the sur- 
vey series was initiated. In early 1955, only 6% of 
the spending units questioned expected their income 
to decline in the coming year, as against 15% in 
early 1954. 


WHERE IT'S REFLECTED 


This general sense of well-being is reflected in con- 
sumer spending plans for houses and durable goods. 
Not far from 10% of all the spending units ques- 
tioned reported that “they would, probably would, or 
possibly would” buy a new or existing home in 1955. 
This is by far the highest proportion reported since 
the survey began. And 22.7% reported intentions to 
make home improvements involving an expenditure 
of $50 or more. (This is also the highest percentage 
on record, but on this question the record only goes 
back to early 1953.) For used automobiles, too, the 
1955 survey found a record proportion of spending 
units expecting to make such a purchase in the cur- 
rent year. The 28.7% of spending units reporting 
plans to purchase furniture and major appliances in 
1955 was well above the percentage reporting such 
plans in 1954, and was higher than the reported per- 
centage in every year of the survey except 1953 and 
1949. 

In the case of new automobiles, the number of 
spending units reporting purchase plans was some- 
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what below early 1954 and, in fact, lower than in any 
of the survey years except 1951 and 1952. This find- 
ing runs in the face of trade reports which as late as 
the middle of March were describing the new-car mar- 
ket as the hottest on record. A possible reconcili- 
ation of these two findings may lie in the earlier model 
change-over date of the industry for its 1955 model 
run. By the time the Federal Reserve had gotten 
around to its questioning in late January and early 
February, something like 2% of all spending units had 
already invested in a 1955 automobile, as compared 
with a negligible percentage at that time in 1954. 

As a general description of the potential levels of 
retail trade in 1955, the survey’s preliminary findings 
have already been borne out, and in fact have been 
surpassed. In January and February, retail trade 
continued to run at close to the record seasonally 
adjusted level of December, 1954. After a relatively 
sharp decline in February, department store sales 
in early March were back to about the highest sea- 
sonally adjusted rate since the scare-buying wave of 
1950. Notably in the automobile market, consumers 
have also shown a willingness to incur additional in- 
stalment debt at the highest rate on record. And 
reports from the home-building and mortgage mar- 
kets certainly describe a high rate of residential build- 
ing sales. Recent surveys of sales volume among ap- 


From Revival to Expansion 


As of February, The Conference Board’s diffusion 
index showed the business revival broadening out to 
the proportions of a business expansion. All twelve 
statistical indicators were in a rising trend—for the 
first time since July, 1950. 


e The anticipatory series—residential and non- 
residential construction contract awards, manufac- 
turers’ new orders for durable goods, and industrial 
stock prices—continued their prolonged rise. 


e Steel production, average weekly hours in dur- 
ables and nondurables manufacturing, and freight 
carloadings carried forward their advances which 
began in the fall of 1954. 


e Paper production, textile production, and whole- 
sale prices of basic commodities turned up in Jan- 
uary; business failures turned down. And all four 
series continued their favorable showing in February. 


Adding up the month-to-month movements of the 
statistical indicators, the diffusion index for February 
recorded an average duration of expansion of +4.08 
months. Last October, when evidence of revival be- 
came marked, the diffusion index stood at +1.92 
months. (The “diffusion” method of summarizing the 
behavior of these twelve key statistical indicators was 
described in The Business Record for June, 1954, along 
with the postwar record of the diffusion index in fore- 
shadowing business trends.) 
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pliance and furniture dealers, while continuing to 
note price competition, also point to very high volume. 

Business, too, senses a prosperous 1955. Questioned 
in late February and early March by the Depart- 
ment of Commerce and the Securities and Exchange 
Commission, businessmen looked for a 5% increase in 
sales volume over 1954. All major manufacturing in- 
dustries are looking for some advance over 1954 sales. 


CAPITAL OUTLAYS TOO 


This optimism with regard to sales is reflected in 
plans for capital outlays: According to the Com- 
merce-SEC estimate, the seasonally adjusted rate of 
capital spending will show a marked upturn in the 
second quarter of 1955 after about a year and a half 
of slow but persistent decline. Even ignoring the 
formidable problems of adjusting anticipations data 
for both seasonal factors and systematic bias, one 
quarter of capital-goods upturn certainly does not 
make a recovery. And it is also true that much of 
the increase in the seasonally adjusted rate of expen- 
ditures from the first quarter of 1955 to the second 
quarter is accounted for by a sharp upswing in expen- 
ditures by commercial enterprises—trade, service, 
finance, communication, and construction. 

Nevertheless, the second-quarter anticipations for 
capital outlays, taken with the annual estimates for 
all of 1955 reported in the same survey, point to some 
notable reversals of the downtrend of capital outlays 
in individual industries. In iron and steel, nonferrous 
metals, and machinery industries themselves, and in 
capital outlays by public utilities, an uptrend in 1955 
is evidently replacing the downtrend in 1954. In 
only one major industry—automobiles—has a 1954 
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upturn been reversed; in stone, clay and glass prod- 
ucts, the other major industry group which was ex- 
panding its outlays in 1954, a further marked expan- 
sion is planned for 1955. 

It is also true that since much of the expected im- 
provement in the second quarter is in commercial 
rather than industrial lines, the construction industry 
would appear to benefit more than the equipment in- 
dustries. But recent statistics on the machinery in- 
dustries themselves have already pointed to a turn- 
around in actual orders and operating rates (see 
chart) . 

In February, machinery employment and _ pro- 
duction activity rose. New orders in the machine- 
tool industry have recently been running at about 
the best level of the past two years. Recent reports 
from farm machinery manufacturers also suggest a 
recovery of noteworthy proportions in this important 
market, and new orders for the machinery industries 
as a whole have been improving steadily since late 
1954. 

Subtracting the anticipated rate of capital outlays 
in the first half of 1955 from the annual rates indi- 
cated in the commerce survey suggests that for the 
last half of 1955 total outlays for all industries com- 
bined will be at approximately the $27.5-billion rate 
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anticipated for the second quarter. It is worth not- 
ing, however, that longer-term expectations data are 
considerably less reliable than short-term data, and 
this may be especially true when the short-term data 
describe a reversal of trend. In view of the favor- 
able financial and tax atmosphere in which corpo- 
rations are now operating, and in view of the current 
rate of orders in capital goods industries, it is alto- 
gether possible that the uptrend begun in the second 
quarter will continue into later quarters, and that the 
annual estimate provided by the survey will prove to 
be somewhat conservative. Whether it does or does 
not, of course, depends in part on a number of con- 
siderations outside the capital goods industries them- 
selves. 


DIFFERENT LAST HALF? 


Only a few weeks from now, at a time when the 
statistical record for even the first quarter of 1955 
will still be incomplete, corporate budgeting depart- 
ments will be turning their attention increasingly to 
the second-half outlook. And, as in every year since 
1950, there is a suspicion current that the condition 
of business in the last half of the year may be sig- 
nificantly different from the first half. 

In 1950, the Korean war, coming late in June, 
broke that year into two very different parts. In 1951, 
the tempo of business changed sharply late in the 
second quarter, and the post-Korean boom had by 
midyear become the “lull in inflation” which ran into 
the middle of 1952. The steel strike, coming in the 
middle of 1952, similarly parted that year neatly in 
half, and helped to precipitate a last-half boom that 
ran through the first half of 1953. Midyear 1953 was 
marked by a reversal of inventory policy, the sudden 
descent of defense spending, and the onset of reces- 
sion. In 1954, recession turned into recovery shortly 
after midyear. For 1955, too, midyear is shaping up 
as a key check point for the business trend. 

By late in the second quarter, the automobile in- 
dustry will have brought forth either a retail sales 
level, or a level of dealers’ stocks, sensationally above 
anything it has ever produced in the past. In either 
case, the production rate that will have produced 
one or the other of these phenomena (or perhaps 
both) is likely to be severely reduced in the second 
half. Whatever the industry’s stock position at mid- 
year, it seems fairly clear that sales and production of 
1955 models in the eight months since November, 
1954, will have come close to exhausting the 1955- 
model market, even if that market approaches the 
frankly optimistic estimates that are now being made 
for it. 

Thus in one major respect—the pace of automobile 
production—the second half of 1955 could well be 
very different from the first half. There are other 
prospective differences. If the second half is to be 
better than the first half—that is, if the uptrend is to 
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continue—it wu nave to take its strength from a few 
new sources; several of those that provided the 
stimulus for the first-half uptrend have already been 
fully exploited. In home building, as in automobiles, 
activity has apparently found at least a temporary 
plateau in the neighborhood of 1.4 million starts, 
and recent tendencies on the part of banks and insur- 
ance companies to tighten up mortgage terms may 
act to restrain the exuberance of builders in the 
months ahead. In March, steel production itself 
apparently reached a level where, for the first time 
since late in 1953, a substantial degree of inventory 
rebuilding was occurring. And both the rate of spend- 
ing on durable goods by consumers, and the rate at 
which they are supplementing their mcome by the 
use of instalment credit in these markets, appears to 
have stabilized, although at a very high level. 

In the search for new areas of strength as midyear 
approaches, the three most discussed possibilities, 
apart from expansion in capital goods industries, are: 
general inventory rebuilding; higher levels of personal 
consumption, especially in soft goods; and expanding 
activity in highway, school and other nonresidential 
construction. 


INVENTORY ACCUMULATION AHEAD? 


General inventory accumulation could certainly 
keep the current uptrend in the industrial production 
index going through the second half. Outside those 
industries which are directly threatened by mid- 
summer strikes, there seems to have been little inter- 
est by purchasing agents to increase stocks thus far 
in 1955, and total business inventories are going into 
the second quarter only slightly above their level at 
the trough of recession in late 1954. 

The lack of interest in inventory is both a cause of, 
and a reflection of, the listless behavior of prices 
over the past six months of rising activity. Since 
September of 1954, industrial activity has climbed 
something like 8%. Demand for most raw materials 
has increased substantially more than 8%, because 
raw materials inventories in the third quarter of 1954 
were still draining off rapidly, whereas they are about 
stationary now. Yet in spite of the upsurge in mate- 
rials demand reflected in this rising consumption rate, 
most commodity quotations—in foods, grains and 
feeds, fats and oils, textiles, fibers—are lower now 
than they were six months ago. Only in metal-work- 
ing industries are raw materials notably higher priced 
today than they were at the trough of the 1954 
recession. Fully thirty of fifty standard commodities 
traded on exchanges in this country are now below 
their levels of the fall of 1954. 

Finished goods prices have shown no more sensi- 
tivity to the 1955 boom than have raw materials. 
The general wholesale price level for nonfarm goods 
is now only 1% above its level in late 1954; the major 
components of the BLS monthly wholesale price in- 
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The Building Boom: It’s Not Just Homes 
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the Rockies 
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dex show significant rises only in metals and metal 
products, and rubber and rubber products. 

This stability of prices is, of course, a reflection 
of the competitive abundance in which the 1955 boom 
is occurring. The behavior of prices has thus far 
been so sluggish as to dampen enthusiasm for inven- 
tory accumulation. It is also true that the sharp 
rise in operating rates in most industries over the 
past six months, without any accompanying rise in 
working stocks, has certainly reduced the coverage of 
most purchasing agents. This is particularly appar- 
ent in steel and copper; but it also seems to apply to 
inventory generally. The latest available inventory- 
sales ratios for manufacturing apply to the end of 
January, but even by then ratios in both soft goods 
and hard goods industries were relatively low. They 
have doubtless declined further in February and 
March. 
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As the boom has developed, it might be argued that 
the relationship between inventory policy and prices 
has altered. Until recently, it was probable that 
sluggish prices would forestall inventory accumu- 
lation. It may now be more likely that efforts 
to accumulate inventory to maintain coverage will 
outweigh price sluggishness, and may even result in 
a strengthening of the price level. Since 1953, in fact, 
operating rates have clearly been a greater influence 
on inventory policy than has price behavior. (See 
chart.) If the 1955 boom takes anything like a typical 
course, inventory accumulation and strengthening 
prices are now a reasonable short-term prospect. This 
is true even granting the competitive character which 
most markets have maintained in the face of the 
boom. And it is borne out in part by a recent survey 
of purchasing agents, which suggests a strong ten- 
dency toward lengthening buying commitments. 

It may be worth adding that the February de- 
clines in raw materials prices, viewed in the perspec- 
tive of the last few weeks, appear to be not a genuine 
trend, but a quick washing out of certain speculative 
influences built into prices during the Formosa crisis 
of late January and early February. (Obviously, any 
new increase in tension in the Formosa area would 
provide a new reason for strength in commodity 
prices.) To call the February decline in commodity 
markets a resumption of the 1951-1952 downtrend 
certainly seems premature in the light of current de- 
mand for commodities. 


STRENGTH IN SOFT GOODS... 


In business forecasts of the past several months, 


consumer demand for soft goods has frequently been 


pointed to as a possible major source of growth in 
demand in 1955. So far, this prospect has not mate- 
rialized in any important degree; as late as February, 
sales of soft goods outlets had certainly not caught 
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A. W. Zelomek, economist, International Statistical Bu- 
reau, Inc. (in the Bulletin of the National Association of 
Purchasing Agents, March 9)—“Total production during 
coming months should tend moderately higher. The total for 
1955, while gaining over 1954, may still be fractionally below 
1953. This is in contrast to the higher levels to be expected 
for business indicators other than output. 

“While the year’s average will be higher than in 1954, 
some temporary letdown of slightly more than seasonal pro- 
portion is likely during the summer months. This should be 
followed by higher levels later on. The increase in coming 
months will be reflected in both durable and nondurable 


fire. Apparel business, in particular, had been mildly 
discouraging. 

At least part of the reason for expectations of rising 
soft-goods demand was an expected increase in em- 
ployment, which as late as January had also not mate- 
rialized. Most of the improvement in the industrial 
production index from September to January, in 
fact, reflected rising hours of work in factories, rather 
than increased employment of factory workers. (See 
chart.) In February and apparently again in March, 
factory employment has begun to pick up, although 
the expansion is still notably concentrated in a few 
industries—primary and fabricated metals, machin- 
ery and transportation equipment. If this pickup in 
employment broadens out, it is very possible that 
soft goods demand would benefit substantially. It 
may be noteworthy that in March, reports from de- 
partment stores and apparel chains suggest very 
satisfactory sales levels. 


. . . AND IN NONRESIDENTIAL BUILDING 


Even if the rate of residential building should be 
no more than stable in the last half of 1955, total 
construction activity could well be expanding. In 
the first quarter of 1955, construction contract awards 
for public works have run substantially above a year 
ago; in early March they were more than 55% above 
the comparable period of 1954. In the first quarter, 
contract awards for nonresidential building, exclusive 
of industrial and commercial buildings which are 
covered in the Department of Commerce plant-equip- 
ment estimates, have run more than 20% above a 
year ago. The 1955 construction boom, while it cer- 
tainly owes its bumper dimensions to residential 
building, is certainly not confined to that category 
alone. 

Ausert T. SomMMeErRsS 
Division of Business Economics 


FORECASTS 


goods industries. The gains from the 1954 lows should not 
vary too greatly among the major classifications. 

“The current upturn is justified on the basis of the comple- 
tion of inventory liquidation, sustained consumer buying, 
improved buying by business and the end of the decline in 
government purchases.” 

The Commercial and Financial Chronicle (March 3)— 
“A sharp upturn in the earnings of key heavy industries and 
railroads was predicted here today by a mutual fund official. 

“Addressing a conference of business executives, bankers 
and investment managers . . . William J. Dacey, member of 
the policy committee of National Securities & Research Cor- 

(Continued on page 136) 
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SELECTED BUSINESS INDICATORS 


1955 1954 Percentage Change 
Item Unit Latest Month | Latest Month 
Februaryp January December over over 
Month Ago Year Ago 
Production and Business Activity— 

Industrial production total (S)............. 1947-49 = 100 133 131 1380 +1.5 +6.4 
Durable goods (S)...............cceceeee 1947-49 = 100 147 |r 145 |r 148 +1.4 +5.8 
Nondurable ROOUS US) enon rican cle. 1947-49 = 100 121 |r 120 |r 119 +0.8 +6.1 
Wanerals: (S)aysnte tee os cade cok tle cod thas 1947-49 = 100 121 /r 118 |r 116 +2.5 +7.1 

Consumer durables (S)?................04. 1947-49 = 100 185 | r 129 |r 125 +4.7 +19.5 

NVUBCHITeREOOIS see ooo vc a. co Se) Sten susrelevcrere cues 1945-47 = 100 168.2 |)r 167.3 203.4 +0.5 -47.9 

Construction contracts awarded, residential*|| million dollars hd 690 762 +7.8 +46.2 

Construction contracts awarded, other’. .... million dollars 837 814 1,067 +2.8 +17.6 

Evetall eales) GS) .\cmtass She cele sstsia iéraiaie scented million dollars n.a. 14,871 15,123 -1.7 +9.2 

Retail inventories (S)4..................5. million dollars n.a. 22,210 |r 22,090 +0.5 -1.4 

Department store sales(S)................. 1947-49 = 100 112 |r 118 117 -5.1 +2.8 

Department store inventories (S)*.......... 1947-49 = 100 n.a. 123 |r 124 -0.8 +3.4 

Manufacturing sales (S)................... million dollars na. |r 24,857 |r 24,837 +0.1 +4.0 

Manufacturing inventories (S)*............ million dollars na. |r 43,645 |r 43,748 -0.2 -5.9 

Manufacturing new orders (S)............. million dollars n.a.|r 25,066 |r 25,350 -1.1 +20.8 

Manufacturing unfilled orders‘............. million dollars na.|r 48,210 |r 47,222 +2.1 -14.1 

Carloadings, total®..................0008. thousand cars 645 614 611 +5.0 +4.7 

Carloadings, miscellaneous®................ thousand cars 839 317 316 +6.9 +3.4 

Prices, Wages, Employment— 

Basic commodity prices®.................. 1947-49 = 100 91.4 91.1 89.9 +0.3 +3.9 

Wholesale commodity prices, all........... 1947-49 = 100 110.4 |r 110.1 109.5 +0.3 -0.1 
A AETII rrp E ce Ae theth cl erection k cncrand ene tte 1947-49 = 100 93.1]r 92.5 89.9 +0.6 —4.7 
MCUSErIAlic ete. okie oe 5c MR cs te ate 1947-49 = 100 115.6 |r 115.2 114.9 +0.3 +1.0 

Consumers’ price index................... 1947-49 = 100 114.38 114.38 114.3 0 —0.6 

Farm parity price ratio................... 1910-14 =100 87 86 86 +1.2 4.4 

Nonagricultural employment.............. thousands 54,854 54,853 55,368 0 +0.9 

Wnemploymentigs-.sske cule wes ae cee thousands 3,383 8,347 2,838 +1.1 -7.8 

Factory employment....................: thousands 12,653 |r 192,553 |r 12,682 +0.8 -2.0 

Average weekly hours worked, manuf’ing. .. |} number 40.5 40.2 40.6 +0.7 +2.3 

Average hourly earnings, manufacturing. ...|| dollars 1.85 1.84 1.83 +0.5 +2.8 

Personal income (S)’............00000c0005 billion dollars n.a. 290.7 291.4 -0.2 +2.0 

Finance and Government— 

Bank debits, outside New York City®....... million dollars 61,032 67,205 74,282 -9.2 +8.1 

HuBiniess, lOarIs 565%)... seEk ean < ahs One. million dollars 22,159 22,202 22,347 -0.2 -1.7 

Consumer instalment credit outstanding‘... .|| million dollars n.d. 22,436 22,467 -0.1 +2.7 

Privately held money supply*.............. billion dollars n.d. 209.4 209.4 0 +4.8 

Federal budget receipts... :.............6. million dollars 5,427 4,655 8,742 +16.6 -0.3 

Federal budget expenditures............... million dollars 4,831 4,942 6,288 -2.2 +2.6 

Defense expenditures.................06. million dollars 8,255 8,445 3,888 -5.5 -13.9 

Federal budget surplus or deficit. cumulative™| million dollars -8,984 -9,581 —9,294 7 

j 6 i i n.a.Not available 
Suet et major consumer durables ae ‘ Lid daily spot market prices oy eal teed 
987 eastern states 8338 centers 
4End of month %Average of Wednesday figures _ S Adjusted for seasonal variation 
bAverage weekly From July 1 to end of month indicated 


Sources: Association of American Railroads; Bureau of Agricultural Economics; Bureau of Labor Statistics; Department of Commerce; F. W. Dodge Corp.; Federal Reserve 
National Machine Tool Builders Association; Treasury Department; Tum Conrmrencr Boarp 
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DECADE-LONG LOOK AT THE CANADIAN 
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Panels A, B and C cover hourly rated employees only, 
panel D covers salaried as well as hourly rated workers 
(data in these four panels are based on surveys of firms 


with fifteen or more employees). 


The earnings data represent gross earnings before 
deductions for taxes, unemployment insurance contribu- 
tions, etc. In addition to basic wages and salaries, they 
include overtime payments, cost-of-living allowances, 
commissions, shift premiums, incentive and production 
bonuses and paid absences in reported pay period. Not 
included are value of free board and lodging, employers’ 
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‘contributions to unemployment insurance, workmen's 
compensation and other welfare plans, amounts paid for 
pensions, retirement gratuities, bonuses paid at irregular 
or infrequent intervals and various other supplementary 
labor costs. 

The “industrial composite" data in Panel D includes 
the industrials groups shown, plus forestry (chiefly logging), 
transportation, storage, communication, finance, insur- 
ance and real estate. Excluded are earnings in agriculture, 
government, education and health. 


Panel F consists of all wages, salaries and supplemen- 
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EMPLOYMENT AND PAYROLL PICTURE 
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tary remuneration for employees’ services. Employers’ 
contribution to unemployment insurance, workmen's com- 
pensation, pensions and welfare are shown as supplemen- 
tary labor income. 


Panel G is based on data obtained in the Canadian 
monthly labor force survey covering one week in the 
latter part of each month. the definition of unemployment 
used in this survey differs sharply from other Canadian 
unemployment series. A description of the series shown 
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here, as well as other unemployment estimates, appear in 
"Canada Counts Her Unemployed," The Conterence 
Board Business Record, July, 1954. 

The data underlying these charts, along with more 
detailed notes, are available upon request. 


Source: Dominion Bureau of Statistics 


In Canada: 


CONSUMERS HELD THE LINE 


ECOVERY of the Canadian economy from the 
recession in the first half of 1954 now appears 
to be well in progress. While upward revision 

of the national accounts estimates for 1953 has accen- 
tuated the relative extent of the decline, the latest 
figures also show a significant rise in the seasonally 
adjusted output of goods and services during the last 
half of 1954. Indeed, in the fourth quarter of 1954, the 
estimated rate of Canada’s gross national product rose 
to the 1953 level of 24,416 million Canadian dollars. 
The total output of goods and services in the nonfarm 
sectors of the economy in this quarter actually exceed- 
ed the 1953 rate by more than 2% and showed a re- 
sumption of business inventory accumulation. 


MAJOR FACTORS IN THE RECOVERY 


Industrial production, which first fell below its 
year-earlier level in December, 1953, and continued 
to lag behind the preceding year’s performance until 
last July, was moving ahead again by last October. 
Major factors boosting the recovery of this index were 
mining and electric power production, but the recent 
advances also reflect wider areas of improvements— 
in a variety of manufacturing industries. Current in- 
dications suggest that a widening of “plus margins” 
over year-earlier levels is well under way. 

On the other hand, employment has thus far re- 
sponded sluggishly Although total employment has 
again been running above year-earlier levels since 
September, 1954, this improvement has mainly oc- 
curred as a result of enlarged part-time employment. 
Owing to characteristic seasonal influences and the 
continuing growth of the labor force, the estimate of 
379,000 seeking work in the week ended February 20, 
1955, was the highest since the war. 

As reported in our year-end review of Canadian 
business trends (The Business Record, January) the 
primary sustaining elements have been a rising volume 
of consumer spending, booming construction activity, 
and consistent strength in the natural resources sec- 
tor. These buoyant forces have now been reinforced 
by a marked improvement in export performance and 
prospects, by a better outlook for agriculture, and by 
renewed business confidence stemming from recent 
United States experience and from the knowledge that 
the worst period of seasonal lost motion is now largely 
past. 

Exports, which had slipped rather badly early in 
1954, appear to have been close to a first-quarter 


record in 1955. Prospects for higher wheat shipments 
during the coming months point to expanded farm 
cash income as more grain moves from farm storage 
into marketing channels. The new year has started 
with active markets and buoyant prices for many of 
Canada’s natural resources, especially in mineral and 
forest products. And the recently released survey by 
the Canadian Department of Trade and Commerce 
of investment intentions for 1955 anticipates a level 
of public and private investment in 1955 approximate- 
ly 6% above 1954, and almost equal to the 1953 record. 

Thus, although spring finds the Canadian economic 
landscape still dotted with soft spots, and although 
intense competitive pressures continue to be felt, 
prospects are clearing for a vigorous advance on a 
broad front during the coming months. The Canadian 
Government’s considered appraisal of these prospects 
will be made known when the federal budget is pre- 
sented to Parliament early in April, disclosing the 
assumptions that will govern taxation policy for the 
fiscal year ending March 31, 1956. 

Last year’s background of stable prices and easy 
money continues, the latter highlighted by marked 


declines in interest rates and, more recently, by a 


reduction in the Bank of Canada’s “discount rate” 
from 2% to 112% on February 15. 

The lower rates in Canada, contrasted with in- 
creased rates in’the United States and the United 
Kingdom, have had a bearing on the recent decline of 
the Canadian dollar. During the past month the 
Canadian premium over United States funds has 
fluctuated around 114 cents, compared with a premium 
of about 3 cents during most of the second half of 
1954. Another factor in the lower exchange rate has 
been a decline in the inflow of certain types of capital 
funds. 


BUOYANT CONSUMPTION 


One of the outstanding features of the Canadian 
economy during the past year has been the rising 
total outlay by consumers for goods and services. Yet 
the consumer sector has received less attention than 
more easily observed developments in investment, 
agriculture, government transactions, and the coun- 
try’s international accounts. A review! of the principal 

1A survey of the salient features of postwar trends in the con- 
sumer sector of the Canadian economy has been published by the 


Dominion Bureau of Statistics in introductory articles in the August, 
October, and November issues of the Canadian Statistical Review 


BUSINESS RECORD 


features of consumer spending during the past year 
against a background of longer trends on this sector 
may therefore supply a more balanced perspective. 

Seen in retrospect, the light impact and short dura- 
tion of the recent Canadian recession can be largely 
attributed to buoyant consumer spending. This con- 
clusion is demonstrated by the latest quarterly esti- 
mates of the national accounts which show, after 
seasonal adjustment, that personal spending for con- 
sumer goods and services, after a lull in the first 
quarter of last year, advanced steadily throughout 
the rest of the year. For the year as a whole, con- 
sumption expenditure was over $450 million (3.1%) 
higher than in 1953; and the annual rate in the fourth 
quarter of 1954 was over $500 million higher than the 
comparable rate in the first quarter. 


SAVINGS WERE AFFECTED 


To be sure, the change in consumption between 
1953 and 1954 was less than the rise between any 
other two consecutive years in the postwar period. 
But an increase by as much as 3% is remarkable for 
a period when personal disposable income increased 
by less than 14%, and when the shadows of business 
recession were causing some uncertainty regarding 
future earnings. 

To finance this spending, people collectively re- 
duced their rate of personal saving by 13.9% below 
the 1953 rate. Influences that encouraged a sustained 
volume of spending were: (1) despite more unemploy- 
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ment, total labor income consistently ran above year- 
earlier levels (and was over 2% higher for the year as 
a whole); (2) tax reductions that became effective in 
mid-1953, and higher welfare receipts; and (3) more 
competitive salesmanship. 

Without this buoyancy in personal consumption, 
Canadian business in 1954 would undoubtedly have 
deteriorated much more seriously. It not only gave 
strong direct support to production and employ- 
ment, but also provided a firm footing for forward 
business planning, so that progressive inventory liqui- 
dation was checked and cumulative slowdowns were 
averted. 


A MIXED PICTURE 


At the same time, however, the cross currents that 
appeared in the Canadian economy in 1954 left their 
mark on the pattern of consumption. Individuals ap- 
parently became more cautious about major outlays 
and more interested in shopping around for genuine 
bargains. Total outlays for durable goods declined by 


6.39%. This figure sums up divergent preferences and 


discloses no evidence of austerity. Thus the newer 
products—especially television sets, automatic wash- 
ing machines, and home freezers—sold well, whereas 
sales of automobiles and more standard household 
equipment—refrigerators, nonautomatic washing ma- 
chines, radios, and furniture—declined conspicuously. 
On the whole, production declined by much larger 
margins than sales for most types of consumer durable 


Percentage Changes in Canadian Retail Sales—by Regions, 1953 to 1954 
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Table |. Canadian Economic Indicators 


Personal 


Gross Gross 


Period National Expenditure Domestic 
Product on Consumer Investment 
Goods, Services 
TOGS 20 Use eee eee $24,172 $14,940 $5,452 
ELA See PUR ee alee 24,192 14,960 5,284 
1 OARS Soe eae OR Ro 24,640 15,204 
TV cee eet See es oe 24,660 15,356 
LOGS My ea eA oes 23,908 15,320 
Tsar acinar 23,700 15,516 
1G A Be Rts eee eee eS 23,916 15,660 
Veer he india eee ree 24,416 15,828 


Industrial Consumer Wholesale Average Hourly nen 
Production Prices Prices mae ployment 
1935-39 =100 1949 =100 1985-39 =100 Aianmectiree 
nts per Hour 
240.3 115.3 921.5 134.2 3.4% 
255 .6 114.6 220.3 135.4 Pas) 
250.9 115.8 991.5 136.0 1.6 
246.9 116.2 219.4 137.5 2.8 
235.1 115.6 219.1 140.5 5.8 
247.1 115.7 218.0 141.7 4A 
246.8 116.7 216.2 140.7 3.2 
250.3p 116.7 Q14.8 140.5 4.0 
238.5 116.4 Q15.7 142.8 6.8 
n.d. 116.3 219.0 n.a. 7.0 


Dollar figures in millions, seasonally adjusted at annual rates 


pPreliminary 


n.a.Not available Source: Dominion Bureau of Statistics 


goods, reflecting the additional pressures generated 
by inventory adjustments on the part of distributors. 

In sharp contrast with the position of durables, 
outlays for soft goods and for services were heavier 
in 1954. Spending on nondurable goods increased by 
3.2%, and on services by 6.4%; in fact, the combined 
expansion in these categories actually was larger in 
1954 than in 1953. 

Another feature of recent consumer spending is that 
the 3% rise from 1953 to 1954 coincided with a 1.4% 
decline in total retail sales. Part of the explanation 
for this divergence lies, of course, in the fact that 
retail sales do not include services. Even so, total 
spending in 1954 on merchandise alone rose by 1.6%. 

This discrepancy is accounted for by the way in 
which the total estimate of consumer spending in 
Canada is built up. It excludes certain goods sold at 
retail—such as lumber, hardware, farm equipment and 
a proportion of automobiles—which represent business 
outlay. It includes such items as direct dairy, bakery, 
and fuel oil deliveries, plus allowance for local sales 
taxes, which are part of the bill for consumption. In 
1954, generally speaking, dollar totals went down in 
the former group and moved up in the latter. 

It is worth noting that the shrinkage in last year’s 
total retail sales was concentrated in the Prairie 
Provinces, in line with lower grain marketings and 
poorer crops. There was also a fractional decline in 
Ontario. But elsewhere, in the Maritime Provinces, 
Quebec, and British Columbia, moderate gains were 
recorded. This experience again illustrates the cross 
currents that have characterized the Canadian econ- 
omy in its most recent phase, and the grounds for 
encouragement this year with a better outlook for 
agriculture. 


CONSUMER TRENDS SINCE 1926 


Over the past quarter century, population growth 
and the expansion of spending power have contributed 
as much to the transformation of the Canadian econ- 
omy as have the development of new industries and 


resources with which both of these factors are asso- 
ciated. Canada’s population, which crossed the mark 
of 10 million in 1929, 11 million in 1937, and 12 mil- 
lion in 1945, is now around 151% million. The recent 
acceleration, reflecting a high birth rate and heavy 
postwar immigration, has been a dynamic factor in the 
country’s recent economic growth. 

At the same time, people in Canada have experi- 
enced a vast expansion in their capacity to spend, save 
and pay taxes. Total personal income (see chart) 
reached just over $4.6 billion by the end of the 
Twenties, dipped drastically during the Great De- 
‘pression, and then more than doubled during World 
War II, and has almost doubled again since the end 
of the war. Although personal direct tax payments 
increased from about $70 million in 1929 to over $1,400 


‘million in 1953 and 1954, disposable income after 


direct taxes has increased by roughly the same propor- 
tion as total income. On the other hand, disposition 
of income during this period has varied widely. Be- 
tween 1926 and 1928, personal saving amounted to a 
healthy 8% of disposable income; but there was a 
rapid shift to personal “dissaving” in 1931-1933. Dur- 
ing World War II, by necessity and by government 
policy, the rate of personal saving rose, reaching 24% 
in 1944. Since the war, it has fluctuated between less 
than 5% in 1947 to over 9% in 1952 and 1953, falling 
below 7% in 1954. 


COMPARABLE PATTERNS 


Conversely, the rate of personal consumption was 
about 92% of disposable income in the late Twenties 
and about 93% to 91% in 1952-1954, turning to con- 
sumption of capital in the Great Depression and 
falling to almost 75% during World War II. 

While the pattern of consumer spending during the 
past twenty-five years, as shown in table 2, has fluc- 
tuated under successive conditions of depression, war 
and boom, the distribution was fairly comparable in 


1Newfoundland became Canada’s tenth province in 1949, adding 
nearly 350,000 people to the population at that time. 
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Table 2. Gross National Expenditure and Consumer Expenditure 


Gross 
Year National 
Expenditure Total Durable 
Goods 


ORG SAO os: ond hateyehe esse wigs wero Sto $5,294 $3,687 $279 
OCD et eis Ee es cirri eae 6,166 4,393 387 
LO GaSe oie Sernarale Picker Aaa Sie ae 3,767 3,108 167 
UTI ele 2S. 0 Fick trey Oty eae ace eae 5,707 3,904 292 
UD crete ie eis cry 2 eget <j sha shank weus' ess 11,850 6,811 338 
ODOR aE iat ects telat ache mie singe codecs 18,203 12,029 1,343 
OOS o ites Peirsol op akeelie wa sek hs 23,202 14,363 1,590 
FOSS Waves: «ce ei eisiisias. ctv. Caley ons 24,416 15,115 1,795 
OG fae slates srs wists gaia sac yidte © mee 23,985 15,581 1,682 


Dollar figures in millions 


Personal Consumption Expenditure 


% Distribution Consumer Expenditure 


Expenditure 
Nondurable Durables | Nondurables Services of *G G E 

Goods 

$2,060 7.6 9 6 69.6 
2,459 8.8 56.0 35.2 71.2 
1,705 5.4 54.9 39.8 82.5 
2,210 7.5 56.6 35.9 68.4 
4,327 5.0 63.5 31.5 57.5 
7,241 11.2 60.2 28.6 66.1 
8,366 i Wey + 58.2 30.7 61.9 
8,571 11.9 56.7 31.4 61.9 
8,847 10.8 56.7 32.4 65.0 


Source: Dominion Bureau of Statistics 


Table 3. Composition of Consumer Expenditure on Goods and Services 


Cc 


Tobacco and alcoholic beverages............. 
Clothing and personal furnishings............ 
DHECILCES RPE naar ei cine cicias teeters 
Household operation..................000005 
ransportablon-Arisccaide stench akomewos « 
Personal and medical care................... 
Miscellaneous: 22.0 geet nes cee he ve Bee 


1Excludes transient shelter 
Dollar figures in millions 
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2These data for 1953 have not yet been revised to correspond with the revised total of $15,115 million as shown in table 2 above 


Source: Dominion Bureau of Statistics 


Table 4. Canadian Retail Trade: Cash and Credit Sales 


Credit Sales 


Sales 

Instalment| Charge 
DANE eis actal'a. ayo vefiay fie 6% z 9% | 19.5% 
SG RA ccutaaus cansitoysss .0 19.7 
OAD res cout. tsetesis .5 20.4 
OBO rite iors state onie ts mp 19.7 
ODN ecterettyns, sates! ons 6 20.6 
OD @arwee ite srats voce A 20.4 
TODS RAR led cites cc mall 19.6 
ORAM OED, Ako snccievas 7 19.2 


*Average for Ist, 2nd and 3rd quarters only. Source: Dominion Bureau of Statistics 


1929, 1939 and 1954. The durables component shrank 
severely in the early Thirties and again during the war 
before reaching its postwar peak of almost 12% in 
1953. The rate of expenditure for nondurables, after 
relative stability during the Thirties, rose to 64% of 
total consumer outlays in 1943, and has since declined 
fairly steadily. At the same time, the relative position 
of service expenditures declined steadily after the 
depression to a postwar low of 27% in 1948, but has 
since risen gradually. 

This summary suggests that the underlying con- 
sistency of 1929, 1939, and 1954 may be a better guide 
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Table 5. Consumer Credit Outstanding in Canada 
Millions of Dollars 


End of Period Charge | Instalment 


Account Credit 


Credit 


Note: Some of these data are currently being revised 
Sources: Bank of Canada and Dominion Bureau of Statistics 


to prospective trends than experience since 1945. Now 
that specific postwar influences have had time to work 
themselves out, there is no necessary reason to expect 
that a return to economic expansion in 1955 will mean 
an automatic resumption of the recent trends of 
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Breakdown of Personal Consumption Expenditures 


Billions of 
Canadian dollars 
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Note: Quarterly totals seasonally adjusted at annual rates 
Source: Dominion Bureau of Statistics 


growing relative outlays for consumer durable goods 
and for services, and relative decline in spending for 
nondurables. 

This conclusion may also be valid as applied to 
some of the more detailed classes of expenditures. 
However, as shown in the accompanying table, 
there have been significant longer-run shifts in some 
of these categories. For example, although consumers 
have tended to allocate an approximately stable per- 
centage of their total spending to food, household 
operation, and personal and medical care, they have 
come to spend more on transportation (especially 
automobiles) , tobacco and alcohol, but rather less on 
_ shelter and clothing. 

In the late Twenties, personal consumption ac- 
counted for slightly over two thirds of all expenditures 
for goods and services produced in Canada. When 
investment declined in the early Thirties the ratio of 
of consumption advanced to well over four fifths. 
By 1939 it was back to two thirds. During the war 
it was drastically depressed, when from 1942 to 1944 
consumer spending amounted to little more than one 
half of all spending in the economy. After the war the 
two thirds consumption ratio was again approximately 
resumed from 1946 to 1950, despite heavy new invest- 
ment and government expenditures that were ex- 
tremely high by prewar standards. And it is interest- 
ing to note that although the Korean war introduced 
a new defense economy which again depressed the 
ratio of consumption, it was back to 65% in 1954. 


"REAL" AND PER CAPITA OUTLAYS 


A long-run review of consumer spending must also 
take account of per capita terms and of “real’’ or 
“constant dollar” dimensions. The accompanying chart 


on real consumption outlays shows that although 
current-dollar outlays almost quadrupled between 
1939 and 1954, real outlays only slightly more than 
doubled. This comparison is a measure of the attrition 
of the consumer’s dollar. The chart also reveals two 
further points. First, real consumer outlays have ad- 
vanced relatively rapidly during the past three years 
of stable prices. Secondly, in contrast with the 
unbroken year-by-year advance in current-dollar 
outlays ever since 1933, the constant dollar outlays 
dipped slightly during the minor 1938 recession, and 
again in 1948 and in 1951, following heavy buying 
sprees in 1947 and late 1950. But they increased 
substantially in 1949, when there was some slowing 
down in the pace of business, and also rose in 1954, 
when over-all economic activity declined. 

The per capita figures shown in the chart demon- 
strate that when account is taken of the population 
growth in the Thirties, average expenditure per con- 
sumer (in both money and real terms) was lower at 
the end of the Thirties than at the end of the 
Twenties. On the other hand, while per capita 
money outlays increased threefold in the 1939-1954 
period, per capita real outlays increased by little 


-more than 50% during the same period. Indeed, the 


population growth has been sufficiently rapid since the 
end of the war to put real per capita outlays in both 
1953 and 1954 only 2% above the previous high tide 
mark in 1947. 


CONSUMERS' LIQUID ASSETS 


Liquid assets have been a major supporting factor 
for consumer outlays since the end of World War II.1 
The massive wartime accumulations of such assets 


1Liquid assets, as this term is used here, comprise resident, non- 
corporate holdings of currency, bank deposits, Government of 
Canada securities, and deposits and shares in trust and loan com- 
panies, credit unions, and other savings institutions. 


Personal Liquid Assets vs. Disposable Income 
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fed the upsurge of consumption immediately after the 
war, particularly in durable goods. Perhaps equally 
important, the uninterrupted rise in such assets at 
least through 1953 (1954 data are not yet available) 
appears to have given confidence to a growing number 
of consumers to spend quite freely. In particular, it 
was undoubtedly a major factor in the strength of 
consumer spending during the past year, when the 
growth in total personal income was checked. The 
present vast size of these assets (close to $14 billion) 


Total Consumer Credit Outstanding as a Per Cent 
% of Personal Disposable Income 
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Total Personal Income, and Expenditures, Taxes 
and Savings 
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Personal Consumption Expenditures 
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appears, in fact, to have made them an inherently 
buoyant factor in the Canadian business picture. 

While this conclusion is warranted by experience, 
a more precise evaluation of the significance of per- 
sonal liquid assets in Canada is still prevented by lack 
of information concerning their distribution, and of 
corresponding data on personal debt, changes in the 
net position at different levels of income being the 
critical consideration. 


CONSUMER CREDIT 


Concurrently with the rise in liquid savings, Cana- 
dians have incurred debt freely since the war. Total 
outstanding consumer credit advanced from about 
$400 million at the end of 1946 to a record of close to 
$2 billion at the end of 1954. The principal trends have 
been: (1) a moderate rise in charge accounts; (2) a 
substantial growth in cash loans; and (3) an extremely 
rapid expansion of instalment credit (especially after 
the post-Korea consumer credit regulations were re- 
laxed in the first half of 1952). In 1954, however, 
the expansion in outstanding consumer credit was 
distinctly slowed, primarily through curtailment of 
automobile financing. 

These trends are also partially reflected in the cash 
and credit sales of retail stores. Cash sales fell steadily 
from around 75% of total retail sales in 1948 to less 
than 70% in 1952, 1953, and 1954. This decline is 
almost exactly matched by a rising proportion of 
instalment sales up to 1953—primarily in motor ve- 
hicles, but also in furniture and consumer appliances. 
In contrast, charge-account sales have remained rela- 
tively stable at around 20% of total retail sales since 
the war. 

However, the present use of consumer credit in 
Canada does not appear to be far out of line with 
prewar experience. The accompanying chart shows 
that although the ratio of total outstanding consumer 
credit to personal disposable income has entered new 
high ground in 1953-1954, the comparable ratios for 
1938 and 1939 were not very much lower. 


A. J. R. Smita 
Economist 


Canadian Office 
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(Continued from page 126) 


poration, New York, said the recovery in steel, nonferrous 
metals, machinery and railroad earnings which began in the 
final quarter of 1954 will continue in the months ahead. The 
result, he added, will be an increase over last year that will 
surpass the 5% to 6% gain forecast for corporate earn- 
ings.... 

*“ ‘Residential building and construction in general seems 


to be headed toward another excellent year, with the com- 
bined total for public and private outlays at a new all-time 
high.’ 

“The nonferrous metal companies ‘should have a better 
year in 1955 than in 1954, when strikes hit some of the copper 
companies a fairly hard blow in the third quarter. The air- 
craft prospects are good for some time to come.’ ” 


Henry G. Riter, III, president, National Association of 
Manufacturers (in a statement before the Joint Committee 
on the Economic Report, February 16)—“I can assure the 
committee that the business community views the immediate 
future with high optimism. Businessmen confidently antici- 
pate economic growth and, what is more important, they are 
preparing for growth. Business is investing in new plant and 
equipment to meet the expanded demand expected in the 
future. Despite the tapering off of defense spending last 
year—and the decline in the need for the specialized plant 
and machinery used in producing defense goods—total ex- 
penditures on plant and equipment remain at very high 
levels. Business is preparing many new products and new 
services, which will enrich our lives in the future. These 
business preparations for future growth are in themselves 
a stimulant to our prosperity in the present.” 


Marcus Nadler, professor of finance, New York Univer- 
sity (in an address before a Homecoming Conference at 
New York University, Graduate School of Business Admin- 
istration) —“Looked at purely from the statistical, point of 
view, the economy of the country is strong, and current 
recovery is on the whole healthy. However, it is evident 
also that certain elements of weakness have appeared. More- 
over, it is quite clear that the automobile industry is borrow- 
ing at present from the future. The main problem is whether 
the exuberance in home building and in the equity market 
can be controlled and checked. If it can, then the decline 
that may take place in 1955 is likely to be only seasonal in 
character followed by a recovery in the fall which will carry 
on through 1956. If, on the other hand, the excesses are 
permitted to run their course, and particularly if they cannot 
be checked, then the United States may be confronted with 
a third postwar readjustment which may be even more 
serious in character than the ones which we witnessed in 
1948-1949 and 1953-1954.” 


The Wall Street Journal (March 8) —“Allan Sproul, presi- 
dent of the New York Federal Reserve Bank, expressed 
uncertainty about the outlook for business, and thus pro- 
vided a possible hint as to the Federal Reserve System’s 
credit policies in coming months. 


“In the bank’s annual report, Mr. Sproul noted the 
economy at the close of 1954 was ‘clearly on the upgrade.’ 
The big question, he continued, is whether steady progress 
will be maintained or whether a spurt in the early months 
of 1955 will be followed by some slackening later this year. 


“*This uncertainty brings into even sharper focus the 
problem of providing adequate employment opportunities 
for a steadily growing labor force during a period of rapid 
technological advance and rising productivity,’ he said.” 


Paul H. Nystrom, professor of marketing—emeritus, 
Columbia University (in an address at a dinner in his honor 
given by the Limited Variety Stores Association, March 10) 
—“There is, at the present time, fairly general agreement 
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RIDING THE BOOM IN BRITAIN 


OREIGN COUNTRIES’ purchases of goods and 
services from the United States did not decline 
during the recession that started in the third 
quarter of 1953. Part of this strength can be attrib- 
uted to our continuing program of military and eco- 
nomic aid to foreign countries. But beyond that, the 
expanding economy in the rest of the world, particu- 
larly in Western Europe, has given an unexpected 
fillip to our economy. 
One of the foreign countries that has been enjoying 
a boom is the United Kingdom. As a matter of fact, 
the boom has taken on such proportions that the gov- 
ernment found it advisable to raise the bank rate 
twice in less than one month. It now stands at 414%, 
the highest it has been in twenty-five years. Along 
with the rise in the bank rate, consumer credit has 
been tightened. 


A TWOFOLD PURPOSE 


Of course, in the United Kingdom, unlike the United 
States, movements in the bank rate were usually made 
in the past to affect the balance of payments. But a 
rise in the bank rate cannot help but affect domestic 
activity as well. In the case of present-day Britain, 
this twofold check on business activity was probably 
intentional. 

What are the general dimensions of the boom in 
the United Kingdom? From 121 in 1953, that coun- 
try’s index of manufacturing production rose to aver- 
age 132 in 1954. During the same interval our index 
fell to 127 from 136. Thus in the same period Britain’s 
industrial output rose by 6% and ours fell by 7%. 

Furthermore, there has been an acceleration in 
the rise in the United Kingdom since 1952. Starting 
from 1948, manufacturing production increased by 
32%. But more than half of that increase occurred 
in the last two years when United States production 
was declining. 

Along with brisk production activity there has been 
a demand for workers. So brisk has been the demand 
that the United Kingdom is again in a state of over- 
employment: vacancies actually exceed the number 
of unemployed. 

What perhaps has been of more concern to the 
United Kingdom has been the presistent rise in the 
cost of living. Strong demand both abroad and at 
home has had the effect of pulling up prices fairly 
sharply, which contrasts with stable consumer prices 
in the United States. 
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But the fairly small increase in money supply makes 
it appear that the ordinary weapons of inflation con- 
trol will not be effective. The chart on the next page, 
which shows that money supply has risen only mod- 
erately while consumer prices have risen fairly sharply, 
suggests that increases in turnover have been the 
mechanism whereby demand has been transmitted. 

Against such a situation, the rise in the bank rate 
to 444% may not be very effective. Or at least it will 
not be effective unless the new bank rate is high 
enough to reduce the amount of bank credit to such 
an extent as to offset demand resulting from turnover 
increases. 

Some speculation has arisen in the United Kingdom 
that the rise in the bank rate to such a high level is a 
move of deeper significance. Taken in conjunction 
with the decision to allow the Exchange Equalization 
Account to operate in overseas markets for trans- 
ferable sterling, it is looked upon as a step to strength- 
en sterling by unifying the official and heretofore un- 
official markets for sterling. Thus the United King- 
dom would be able to get out from the situation in 
which most of the disadvantages of currency incon- 
vertibility are being incurred and none of the advan- 
tages. 

The rise in the bank rate could possibly then 
be conceived as another step in the long road towards 
convertibility. 


CHANGE IN RATE STATUS 


The decision to allow the Exchange Equalization 
Account to operate in overseas markets for transfer- 
able sterling in Zurich, New York, Amsterdam and 
elsewhere changes the status of that rate from gray 
to nearly white. 

The point is that, before, the market for transfer- 
able sterling overseas did not receive any official sanc- 
tion. But the changed status now gives the holder 
of transferable sterling a potential claim on the ex- 
change resources of the Exchange Equalization Ac- 
count and consequently confers near-convertibility 
upon that type of sterling. 

Of course, the convertibility granted is at the dis- 
cretion of the account. The account may intervene 
in the overseas transferable sterling market only when 
it wishes to influence the market rate. If it finds the 
rate satisfactory from its point of view, it will not be 
a buyer and consequently will not be conferring de 
facto convertibility upon holders. 


RISING RESERVES REFLECT THE GLITTER IN 
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The year 1954 was a good one 
for Great Britain. Data released 
too late to be charted show that 
the value of goods and services 
rose by 5.5% over 1953. Most 
of it (4%) represented volume in- 
crease. 

But while U. K.’s export excess 
in the first half was £172 million, 
in the second half she had a 
deficit of £12 million. .... 


32 COST OF LIVING 


106 MONEY SUPPLY 


IHOEX NUMBERS, 


1948 1952 1954 1948=/00 
| 164 CHEMICALS & 
a OVEREMPLOYMENT 
THOUSANDS 
EMPLOYMENT. P aac 
PAPER AND PRINTING 


VACANCIES 


0 
1948 1949 1950 1951 


THE PATTERN OF BRITISH 


PRODUCTION SINCE 1948 
mee 


. ... There was also a sharp rise 
in imports in the second half. Dur- 
ing the first two months of 1955, 
her trade balance continued to de- 
teriorate. Exports were 2.5% above 
the comparable 1954 period, but 
imports were up by 22%. 

Furthermore, it appears that 
things will get worse. Starting 
April 1, Australia, Britain’s biggest 
customer, has announced cuts 
ranging from 15% to 33% in 
import quotas. The bulk of these 
cuts, it is expected, will fall upon 
British exporters. 


140 GAS, ELECTRICITY AND WATER® 
138 WOOD AND CORK & 


134 MACHINERY AND SHIPBUILDING ® 
132 TOTAL MFG. 


728 ALL INDUSTRIES ° 


125 FOOD 
123 METAL MFRS. (FERROUS) 


1952 


120 120 PRECISION INSTRUMENTS & 


vA W7 TEXTILES 
Ai (Me TAL MFRS. (NONFERROUS) 
CLOTHING 
14 GLASS 


110 MINING AND QUARRYING © 
109 BUILDING & 


106 CHINA AND EARTHENWARE & 


100 
98 DRINK AND TOBACCO 


96 LEATHER GOODS 


aay 


90 


1954 
/OMOS, AVG, 


1952 


80 
1948 & 9MOS. AVG. 
© 1/ MOS. AVG. 


138 BUSINESS RECORD 


i 
I 
i 
i 


- MILLIONS 
- &1,500 


THE BRITISH ECONOMY AT HOME AND ON SEA 


CURRENT ACCOUNT AND GOLD AND DOLLAR RESERVES MILLIONS 
£1,500 


GOLD AND DOLLAR RESERVES 
| 000 (END OF YEAR) u 1,000 


500 500 
CURRENT. 
ACCOUNT 
Uy 
-500 -500 
1948 1949 1950 195l 1952 1953 1954 1955 
MERCHANDISE TRADE WITH MAJOR AREAS 
MILLIONS DOLLAR AREA MONTHLY AVERAGES 4 EEC, COUNTRIES MILLIONS 
; £60 Rex mrrrnny #60 
EXPORTS 
0 
IMPORTS 
100 
110 
EXPORTS EXPORTS 
0} 0 
IMPORTS IMPORTS 


130 


ey 1950 1952 1954 1950 1952 1954 


WHAT THE UNITED KINGDOM IS. SELLING TO THE WORLD 
MANUFACTURED GOODSEMMIMIMM ALL OTHER[ J 


FOOD, BEVERAGES & TOBACCO My »= BASIC MATERIALS 
7.3% 


5.8% 
228% 


1948 1952 


APRIL, 1955 189 


140 


Both exports and imports of the United Kingdom 
have remained stable in 1954 at about the same rate 
at which such trade settled after the boom resulting 
from the Korean war. As before, Britain has had its 
traditional deficit on trade account, but one that has. 
shown steady encouraging shrinkage since 1951 when 
it reached a maximum. 


U. K.-U. S. TRADE 


Only a small decline was registered in United King- 
dom exports to the United States despite declining 
business activity here in the first half of the year. 
Imports from the United States, on the other hand, 
have showed sizable increases, particularly in the last 
half of 1954. Imports in the last half of 1954 were up 
45% over the comparable 1953 period. 

The end result was a worsening of the trade balance 
with the United States in 1954. But despite this ad- 
verse event, the United Kingdom’s balance of pay- 
ments, even with the United States, was favorable in 
1954. Britain has been able to add substantially to its 
accumulation of gold and dollar reserves. 

The rise in foreign exchange reserves is all the 
more remarkable since, at the same time, the United 
Kingdom made several large capital repayments. In 
July, 1954, the United Kingdom had to pay $99 
million to creditors within the European Payments 
Union. In August, it repurchased $112 million of ster- 
ling held by the International Monetary Fund, and 
in December it made a payment of $163 million for 
interest and amortization on United States and Ca- 
nadian loans. 

All in all, during the last half of 1954, Britain made 
nearly $375 million in capital repayments. Its loss 
of gold and dollar reserves was $225 million—$120 
million less than its capital repayments. 

In January and February, 1955, a further decline 
of $81 million took place in the United Kingdom’s 
reserves. This time, however, the loss could not be 
attributed to large capital repayments. 


J. FrRanK GASTON 
Division of Business Economics 


Manager Initiative in the U.S.S.R. 


“The pattern of one-man authority and responsibility 
applies not only to the firm, but also to all industrial bodies 
above the firm and to departments and shops within it. The 
essence of the system lies in giving one individual sufficient 
authority to manage a production unit, and then in holding 
him strictly answerable for it functioning. 

“In this fashion, the Soviet leaders hope to eradicate the 
safe and conservative approach of those officials who simply 
desire to follow commands from above by issuing imple- 
menting orders. At the 1941 All-Union Communist Party 
Conference, Central Committee member Malenkov stated 
succinctly: ‘A situation should not be tolerated where a 
director, wishing to excuse himself for the poor work of his 


firm, continually refers to the fact that his orders were not 
fulfilled although they were correct and were given in time.’ 
Every firm director is to be forced to show initiative and 
to act creatively. Since he must answer for results, his mere 
following of the beaten and approved track cannot be the 
way to security. j 

“Although the concept of one-man authority and respon- 
sibility is dominant in Soviet theorizing regarding economic 
administration, a contradictory element is also present. This 


element is the stress on the group or collegium system for 


making decisions. 

“At the end of 1931, Stalin strongly condemned the making 
of decisions by one man. ‘Decisions by individuals are always 
or almost always one-sided. .. .’ In each collegium, he said, 
there are people with opinions which must be considered. 
They are capable of correcting one-sided views and sugges- 
tions and of bringing their own experience to bear on the 
question under discussion. Decision making by collegia, said 
Stalin, makes possible the avoidance of serious mistakes.”— 
David Granick, “Management of the Industrial Firm in the 
USSR.” 


Jobless Insurance Reserves Down 


Unemployment insurance benefits totaled more than $2 
billion in 1954, a record high for the program. They ex- 
ceeded by $700 million the combined revenues from tax 
collections and trust fund interest, causing accumulated 
reserves for the country as a whole to decrease from $8.9 
billion to $8.2 billion. Even so, reserves at the close of 
1954 were sufficient to provide four years of benefits at 
peak 1954 rates. However, year-end reserves in fourteen 


ADEQUACY OF RESERVES IN SELECTED STATES 


Number of 


Funds Available Benefits Paid 


r itor: for f Durii Years Reserves 
State or Territory i Pee Ass Could Fina nce 
(In Millions) 

United States........... $8,219 i 4 
Alabama's svsaesp. bat ae ces 3-4 

Alaskalctitecse ctr tee Less than 1 
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Oregon’ yira. dite 2 waeaaesigtes 2-3 
Pennsylvania............ 1-2 

Rhode Island............ Less than 1 
Tennessee th tat ia enteen 2-3 
West Virginia........... 1-2 


Source: Bureau of Employment Security 


states and one territory were less adequate than the four- 
to-one nationwide ratio indicates. Alaska and Rhode Island 
paid out more money during 1954 than they had remaining 
to their credit at the end of the year. The Alaska account 
was depleted March 24. The Territory was thus the first 
“state” to run out of funds, and since it has not borrowed 
from Washington it is also the first to cease payments. Penn- 
sylvania and West Virginia could meet 1954 costs out of 
funds available for one to two years; New Hampshire, Ten- 
nessee, Michigan, and Oregon for between two and three 
years. 
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FINANCIAL NOTES 
AND FOOTNOTES 


OME EXCEPTIONALLY interesting changes 

have been taking place of late in commercial, 
industrial and agricultural loans, often called “busi- 
ness loans.” Not only have these advances been ris- 
ing at a rate which far exceeds 1952, 1953, or 1954, 
but the identity of the industries which have been 
most conspicuous in this upward movement is quite 
suggestive. 

The over-all rise since the first week in February of this 
year to March 9 (betore tax borrowing became important) 
was $321 million. In 1952, there was a decline of $157 
million. In 1952, an increase of $123 million was reported; 
and even in 1953, when inventories were accumulating, 
only $187 million was added to the total of these loans. 

Some of the details are even more striking. Since the 
first report in February, textile, apparel and leather loans 
in this series have increased about $103 million; last year 
they rose only $42 million. In 1953, they moved up about 
$107 million amid general inventory buildups. 

The change in the loans to the metals and prod- 
ucts companies are less striking. They are up $52 
million against $47 million last year and $95 million 
in 1953. 

Companies classified as petroleum, coal, chemicals and 
rubber increased their loans by some $109 million this 
year, which is far and away above either last year ($33 
million) or 1953 ($18 million). 

Trade loans are up $44 million, which compares 
with $26 million last year but is well below the $93 
million in 1953. 

Now that brokers’ loans and other collateral loans 
are not so frequently in the headlines, attention has 
turned, at least in informed quarters, to certain other 
changes that have taken place in the volume of loans 
by weekly reporting member banks. In particular, 
eyebrows are being raised over the magnitude of 
consumer loans directly made and real-estate loans. 

There is basis for closer scrutiny of these loan 
categories than has usually been given them of late. 
During the year ended March 16, real-estate loans 
rose nearly $890 million. “Other loans,” which are 
in very substantial degree consumer loans, rose over 
$660 million. All told, collateral loans made for the 
purpose of purchasing or carrying securities are up 
about $715 million during the same period of time. 


Fortunately, for two of these categories of loans, other 
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figures which cover all commercial banks are available— 


and are well worth study. Commercial bank holdings of 
real-estate mortgage loans at the end of last year totaled 
$18.6 billion, of which $14.2 billion were mortgages on 


residential properties. In 1941, the figures were $4.9 bil- 
lion and $3.3 billion. As late as the end of 1953, total 
mortgage loans of commercial banks came to only about 
$16.9 billion, and mortgages on residential properties to 
$12.9 billion. 

The mortgage holdings of mutual savings banks 
have been rising similarly. ‘At the end of last year 
they totaled some $15 billion; they had been $4.8 
billion in 1941. At the end of 1953 they came to only 
$12.9 billion. Much the larger part of these were 
residential property mortgages, of course. 

The mortgage portfolios of savings and loan asso- 
ciations moved up last year even more sharply, from 
$21.9 billion to $26.1 billion. Both the commercial 
banks and the savings and loan associations have 
shown a marked preference for “conventional” mort- 
gages as distinct from those that are insured or guar- 
anteed by FHA or VA, while mutual savings banks 
have on the whole preferred VA loans during the past 
year at any rate. It is the VA loans which have been 
the subject of most current criticism by reason of 
the terms and conditions under which they may be 
issued. 

Direct lending to consumers by commercial banks 
remained roughly the same throughout the year 1954. 
Instalment loans declined somewhat, while noninstal- 
ment credit rose a little. It is evident from the figures 
of weekly reporting member banks, however, that 
these loans have been rising sharply since the turn 
of the year, as will be clear enough when figures for 
all the banks are available. At any rate, the volume of 
consumer loans in the portfolios of commercial banks 
is definitely large, and without much doubt has been 
rising since the turn of the year. Roughly 15% of 
all commercial bank loans now consist of consumer 
loans—and, incidentally, another 26% consists of 
real-estate mortgage loans. 

All this, along with substantially enlarged hold- 
ings of governments by commercial banks, appears 
to be one of the most extensive and significant results 
of the active ease policy of the Federal Reserve. 


P. 8S. A sharp rise in business loans reported on 
March 16 was without question in part related to 
tax payments, although there is reason to doubt 
whether all of it was. At any rate, this rise was shared 
widely among the various industries. Loans to brokers 
made for the purpose of purchasing or carrying se- 
curities also rose sharply on that date but declined 
as sharply during the two succeeding weeks. Most 
of these loans had been made on governments—which 
suggests they represented temporary borrowing for 
tax purposes. Business loans continued to rise during 
the weeks ended March 23 and March 30.—F. W. J. 


Executives Report a Five-year Trend: 


Survey of Business Practices 


MARKETING TAKES MORE OF SALES DOLLAR 


ing a bigger slice of the sales dollar today than 

five years ago, according to the over-all experi- 
ence of 125 manufacturing companies cooperating 
in this month’s survey of business practices. These 
companies further report that this trend was accen- 
tuated in 1954 “by a lower volume of sales in relation 
to the somewhat fixed nature of some selling and 
distribution expenses.” However, despite expecta- 


Su G AND DISTRIBUTION costs are tak- 


tions for generally improved business in 1955,1 more ° 


companies expect marketing costs this year to in- 
crease relative to sales than expect them to decline. 
Many companies indicate that the trend towards 
higher sales expense ratios has come about as a 
result of management’s growing awareness of the 
need for adequate marketing. A steel executive de~- 
scribes his own company’s thinking as follows: 


“For years this company had an entirely inadequate 
sales force and did no general institutional advertising and 
very little product advertising. Our sales expense over 
the last four years has been growing because it was en- 
tirely inadequate in previous years and we have a deficit 
in public acceptance to make up. 

“In my estimation sales costs are in general going to 
rise in industry and selling is going to take its proper 
place. In the scale of business planning over the past 
ten years, production has been the chief problem. With 
plenty of capacity in practically every industry, from 
now on it will be the company that can sell its goods 
in quantity and at a proper cost that will be successful.” 


Few companies report declines in actual dollars 
spent on selling and distribution activities. More 
typical is this comment by a petroleum products 
official: 


“Our ratio of total selling and distribution expense to 
total sales has decreased from 14.91% in 1950 to 12.30% 
in 1954. This drop is owing to the fact that sales for 
1954 increased 60% over 1950 while selling and distri- 
bution expenses increased during the same period only 
32%. In other words, sales increased percentagewise 
nearly twice as much as selling and distribution expenses.” 


Nevertheless, most cooperating companies have 


1See “The News for 1955 Is Good,” The Business Record, January, 
1955, p. 17. 
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kept careful watch on selling costs. For example, 
one automotive equipment producer reports that 
“there has been an active program on the part of 
our sales management to assure maximum effort from 
each dollar of sales expense,” and a machine-tool 
builder relates the following: 


“Over the past five years the ratio of sales expense has 
been gradually increasing, due chiefly to the rising costs 
of labor generally and, secondarily, to a slight decrease 
in sales volume from 1952 to 1954. We anticipated this 
increase and last year reorganized all of our sales terri- 
tories to meet the decreasing volume. We have cut our 
sales force slightly, as well as our office force, and are 
strengthening the present sales force to meet stiffer com- 
petition. In addition, we have revised our advertising 
program to achieve better results this year, and we are 
increasing our long-range promotional work.” 


TRENDS: PAST AND FUTURE 


The observations made by cooperators in this 
survey regarding changes in marketing expense ratios 
are summarized below: 


¢ Forty-four out of 118 companies report that selling 
and distribution costs as a percentage of sales have 
increased significantly over the past five years—more 
than three times the number reporting a decline. More 
than half of all companies (sixty-one) have experienced 
no significant change in either direction. 

e During the past year, selling and distribution ex- 

ense ratios were higher for thirty-five companies, 
eee for seven companies, and unchanged for another 
sixty-four companies. : 

e Companies predicting an increase in this year's 
ratio of total selling and distribution expense outnum- 
ber thirty-eight to thirty-one those expecting reduc- 
tions. Forty-eight companies foresee no change in 1955. 

© Direct selling expenses as a percentage of total 
sales will be higher for 24% of all reporting companies 
in 1955, lower than last year's ratios for 20%, and 
about the same for the remaining 56%. 

e Warehousing and delivery expense ratios will be 
lower this year, according to 28% of all reporting com- 
panies, unchanged for an additional 61%, while only 
11°% of all cooperators anticipate a rise. 


e Almost twice as many companies (twenty-nine) plan 
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to boost their advertising expenditures as a percentage 
of sales in 1955 as plan decreases (fifteen), while forty- 
four producers expect to maintain last year's ratio of 
expenditures to sales. 

© Out of sixty-five companies reporting on their pro- 
posed marketing expenditures other than for direct 
selling, warehousing and delivery, and advertising, 
fourteen expect an increase in 1955 relative to sales 
volume, another sixteen predict a decline and thirty- 
five expect no change. 


SALES EXPENSE ACCOUNTING 


There is general agreement among reporting com- 
panies on the items of expense included under the 
heading of “selling and distribution cost.” Included, 
almost without exception, are such costs as: salaries 
and commissions of salesmen, dealers, agents, and 
brokers; sales bonuses and profit-sharing payments 
to the sales force; salesmen’s traveling expenses; en- 
tertainment expenses; salesmen’s dues and member- 
ships; all expenses incurred in maintaining district 
sales offices and sales offices at plants; sales adminis- 
trative and management expense, including home 
sales department expenses; advertising expenditures; 
sales promotion—catalogs, brochures, trade shows and 
exhibits, price lists; marketing and sales research. 

Generally included by most cooperators are items 
such as: warehousing and delivery expenses, includ- 
ing the cost of maintaining district warehouses; pack- 
ing, loading and shipping, traffic department ex- 
penses; order handling and billing; sales training ex- 
pense; export department expenses. 

Some companies, particularly those in the metal 
industries, include under selling and distribution ex- 
pense the cost of customer service and sales engineer- 
ing. As one automotive equipment producer explains 
it: 


“We include engineering expense in distribution ex- 
pense for the reason that our product must be tailored to 
the customer’s requirements, and a good deal of our 
sales work is of an engineering nature.” 


Some unusual items allocated to marketing ex- 
penses by a few cooperating companies are: product 
development costs (paper and products); finished 
goods inventory markdowns (leather products); en- 
gineering and initial cost of tools and patterns (gen- 
eral industrial machinery); cash discounts allowed 
(automobiles and equipment) ; allowances for doubt- 
ful accounts (textiles) . 

On the other hand, a number of producers do not 
consider warehousing and delivery expenses as mar- 
keting costs, but rather assign this to factory expense. 
The reasoning behind this practice is explained by 
one instruments and controls producer in these 
words: 


“We do not include warehousing and delivery expense 
as selling expense, because in our opinion these essential 
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Table |: Summary of Selling and Distribution 
Expenses in 1954 


TOTAL SELLING AND DISTRIBUTION EXPENSES 


Metal Products | Nonmetal Prod- 


Expense as All Companies Companies ucts Companies 
% of Total Sales Maca ane Fa Ee ee 
Number} % |Number| % |Number| % 
Less than 4%......... 13 10 8 11 5 10 
ABO seh oe 32 26 20 QT 12 24 
BU ease «cote 43 35 24 33 19 38 
12%-16%.......-.. 16 13 11 15 5 10 
16%-20%.. 22.425: 7 6 4 6 3 6 
20% and more....... 12 10 6 8 6 12 
MW Gtalepaa- <i se oe 123 100 13 100 50 100 
DIRECT SELLING EXPENSE 
i Metal Products | Nonmetal Prod- 
Expense as All Companies Companies ucts Companies 
% of Total Sales Go ea eS ‘Sonig oe | a ere 


Metal Products | Nonmetal Prod- 


Expense as All Companies Companies ucts Companies 
% of Total Sales | 
Number} % |Number} % j|Number} % 
Less than 2%......... 32 42 20 48 12 37 
OO BOG oes ara laie 23 31 14 33 9 27 
ATy— 6%. secsaee- 9 12 4 10 5 15 
6Go— Bais acters 6 8 hl Q 5 15 
8%H-lOG xan aeere a. 3 4 2 5 1 3 
10% and more....... Q 3 1 2 1 3 
otal eas gc ceils 75 100 42 100 33 100 
ADVERTISING EXPENSE 

3 Metal Products | Nonmetal Prod- 

Espe as All Companies Companies ucts Companies 

% of Total Sales IS 7 RE ag cr 1 oil a 
Number} % 
Less than 1%......... 17 40 
Op OU, AAAS: alerts: 15 36 
BO =O Utena aaclti aie 4 10 
BTA eee eis sists eel 2 5 
CUT AV AR ER AEE ee cee il Q 
5% and more........ 8 Z 
Total etude 2 aekees 42 100 


Metal Products | Nonmetal Prod- 


Expense as All Companies Companies ucts Companies 
% of Total Sales hot Ee Pen ae 

Number] % |Number} % |Number| % 
Less than 2%......... 36 46 22 45 14 47 
QT— MWg. sce e neces Q1 Q7 14 29 rt 24 
CYAN VARS ape, Pir 17 Q1 10 20 Wf 93 
6%— BU nkels aioe ee 3 4 Q 4 1 3 
8%-10% 4... ose - 1 1 1 3 
10% and more....... 1 1 1 Q a 
Total Wrens tees 79 100 49 100 30 100 


Table 2: Selling and Distribution Expense Situation 


4 erat Pee - é eee a ia Trend of Selling u 
1954 Selling a: istri Estim: 955 ing a istributio: Caren ere 
ee Rie Bed a ee ae a eae ‘ee Bae 
Companies : : 
; Ware- All Other : Ware- All Other ‘ 
Dire . = . ir ‘ Adver- s t 
noe Balog Meee ‘ie eee oo Selling noe tineg icclling | In Past its 
pense | Expense | Delivery | Expense | tribution |? "°° | Expense | Delivery | Expense | tribution Year | Years ; 
Expense Expense Expense Expense j 
Mervau InpUSTRIES 
Automobiles aud equipment 
Yat dey as rerue SEE ACa IR Tia eases eta): 6. 11.20 | 6.90 | 1.50] 1.30] 1.50} Up Up . 
Be ee ee Sear ae mt 3. 6.00 | 4.00] mr. | 1.50 50| Up | Up 
RS Fr aie So) si Recs Eisadits Sita ee Q. 6.00 nf. nT. nr. nr. | Same Up 
ee ie Ges Alek ciate cee sesheue eeepc ies Q. 4.50 2.40 1.90 .20 n.r. | Same } Same 4 
Eee oat a eee tires Altea eres ayes Cate cellepe canioce iby 4.10 1.40 | 2.20 .50 nT. nr, | Same 
Geer ece se sete Asatte nreis i fom enoals borer ane A, 20.80 | 4.80] 8.60| 5.20] 2.20 | Same | Same : 
GPE Ee AU ht A a Seach en ats 8. 13.40 | 8.76 | 3.06} 1.58 n.T nr. | Same 
Electrical appliances and supplies 
ie ee GREP eid ati Dee Sots hae sete lacs 8. 11.50 | 3.20 .60 | 4.90 2.80 | Same | Same 
NE ee ee eee Creare reper hee ener eonen nasa iots She 8.50 3.50 3.00 50 1.50 | Same Up 
Electrical machinery 
PAGER EAU OAM bas, eg by Ace eo Rath Pet ees 8. 11.00 | 7.40 40] 2.30 .90 | Up Same 
Nl 8 ied Sete Wee cape ce ean OR CCR INCaES MeO Q. 5.30 2.40 40 80 1.70 Up Up 
eT A Se he eet eects ae 5. 8.30 | 5.57 .93 1.28 .52 nr. | Same 
Engines and turbines 
ISOC), SR oe Cae Rte Se awe saa 4, 9.67 nt nT nT. n.r. | Same | Same 
Be egy Ses ie ts Sai ae Te epee ee 8. 10.39 8.90 Nn. 75 74 | Same | Same 
Foundries 
Gj NERECRNOR SPA SRE, SOU SI Bee a SR AY Sh 6.00 | 5.70 nr .30 nr. | Same | Same 
BSP oe ee ee cae ok ace oe ae 2.20 nr nT ner. n.r. | Same | Same 
CO SRA ER ical MR Ar Alba Pairs Ba Up n.r nt nr. nr. | Same | Same 
1D AMEE ats acto EG. Mes te coe ob 3.50 | 2.75 nr 75 nt. Up nr 
Der Nee hace Oe RNP andE eget ERIM oe A ee ge 7.20 | 7.20 nt nr. n.r. | Same | Same 
i LRM IPEN prthsr ane eae Lae Red oC OER 10.80 n.a n.d. 1.00 n.a. | Same Up 
Hardware 
Ae Pee ere ares tole Rane aurea alboratc eaeiiats. ene Cae 11.90 5.30 3.70 .80 2.10 Up Up 
Bee ae Gee aerate arts areas ones aie teens 18.20 nr nr. nr. nr ny? n.r 
(GH eR PRY oe ye a ats EOE ANS bi ti demas Pb iy 7.60 3.30 2.90 .50 .90 | Same | Same 
Dy rhe eyes etceencta seeren te i concen pee, 4.50 nr nT 2... nr. | Up Up 
U Don Pa Taare Se ct ee Seiie ean Ney ed 15.00 nT nT nw. nT Up Up 
Heating and plumbing 
Fhe ee, RIMS Cote) Mra She tae aid bs ens NE 10.60 | 6.10 n.a 80 n.a. | 11.60 n.d. n.a 1.20 n.a.| Up | Same 
ee. ce eee eae aflceceraae ee oietene 13.81 2.50 2.90 4.51 3.90 | 13.81 2.50 2.90 4.51 3.90 | Same | Same 
COD oe SAI ad, SO te Ree ee ER EN 18.00 | 11.00} 7.00 nr n.r. | 18.00 | 11.00 | 7.00 ner. nr. Jp Up 
LEE ito Tae ie a Ot Re tara aire craks) Af 1.30 | 1.00 nr 30 nr. | 1.30} 1.00 nT .30 n.?. nr. | Same 
E.... Se dls aistelessrtedtcaiays ans aera be a eae 9.60 6.40 1.30 1.40 .50 9.90 6.40 1.30 1.70 .50 | Same Up 
Industrial machinery—general 
PA ess pS) Si ik Ly oe aT sec ll rk eh 15.80 6.40 2.00 2.60 4.30 | 14.40 6.00 2.00 2.70 3.70 Jp Up 
hE yaad eS EN ATER Etec AMATI Feces 6.40 2.10 2.30 1.60 .40 6.40 2.10 2.30 1.60 40 Up Up 
GS SRD Cami eek El Poatessiopea recente 8.10 4.05 81 1.22 2.02 8.10 4.05 81 Rae 2.02 | Same | Same 
1 Jesh Amica) Siu AHS AERIS 1 tel ae A 8.56 | 2.32 nt 1.57 4.67 | 9.88 n.d. nT 1.50 n.d Up Up 
1 yi at hay ER NO AAI er UDA aD a 9.90 | 2.80 nt 1.20 | 5.90} 9.90] 2.80 nt 1.20 | 5.90 | Same | Same 
BPA VPEre aah ante, Hneamae vanay ha bs tat a ducal aes tranahatadsias 12.00 7.10 2.90 2.00 n.r. | 12.00 7.10 2.90 2.00 n.r. | Same Up 
eee Sets Src ree cubes Abentava Para euseoecmeeens rads Saeed 13.40 7.70 mr 1.00 4.70 | 13.40 7.70 nT 1.00 4.70 Up Down 
Dees Oe ale, $e ctaale te oral etoile itera euatal space wen 18.60 6.00 4.00 2.00 6.60 | 18.60 6.00 4.00 2.00 6.60 Up Up 
L..... eee ee eee fh Glace cenlecd al suai he oeMann beam? 9.48 2.46 98 1.71 5.03 9.35 2.42 28 1.69 4.96 Up Up 
Industrial machinery—specialized 
i Nuids Aid et ae Rd pent n gs Aaa Ln Ta 7.40 | 5.40 nt 2.00 ner 8.90 6.40 n.? 2.50 nN. .nr, | Same 
FES Cet ea eel 5 oh in 6.00 | 4.40 nr .90 70 | 7.10 | 5.40 nT 1.00 70 n.r. | Same 
Ci od ie MSM AOR MRO RCA CIM 2.80 | 2.00 nr .50 .30 | 2.80 | 2.00 nT 50 .30 | Same | Same 
1.) cctv REE RRR AE PGi eS ta, 1.10} na. | 6.00 nt nt nr nr. | Same | Up 
Oa oo. da tile ee oe a i A aR Ar td 90 2.70 | 10.80 4.80 2.40 90 2.70 Up Down 
See rae odinte state cee cece’ ate eile sauuenonouehettay oy at aes 1.00 1.70 5.60 2.90 Nts 1.00 1.70 Up Up 
CORO a hcl OF Boke le sa eau nee nr nT nT nr 5.00 Nn. nr nN. Up 
ERE ee ieee eittoialiewene? choline Ralbetens nr nr 8.20 nr nr. nr nt Up Up 
ee eee, ci emer epecte( tr.a allovis xz ‘phos coltatene Yenes Dateless 1.00 2.00 | 25.00 9.00 | 18.00 1.00 2.00 | Down | Down 
Instruments and controls 
Vo \athe Pid | 0 aks. 6 at eR cee eS A 1.51 1.40 nr nr. nT nt nr. | Down | Down 
Rete Ieee, hoe a laccten Sa eke Ae eRe 2.50 3.60 | 17.90 nr. nr. nr n.r. | Same | Same 
idee ie LRU Syicaly 5 sy Renee Ceca SCRemRaR Pade te xa A 1.50 4.50 | 10.00 4.00 nt. 1.50 4.50 | Same | Same 
1D ty then cee ap: een gene ae ee ee 2.21 1.69 | 11.60 | 5.79 1.76 | 2.41 1.64 | Same | Same 
E. Up nneea stim eadiale? 3+ peste sn bua ha n.r n.r. | 15.00 nr nN. nr nr Up Down 
Machine tools 
NE hpieae yD Bates bait sal JAN Snes team 90 | 8.00 | 10.00 3.40 nN. 2.80 | 4.30 nr. | Down 
BART foe 2 sete oeroshet 1.50 | 4.00 | 18.80 | 9.60 nr. | 1.90] 5.501 Up Up 
n.r.Not reported n.a.Not available 
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Table 2: Selling and Distribution Expense Situation—Continued 


1954 Selling and Distribution Expense Estimated 1955 Selling and Distribution Expense Trend of Selling 
(% of Sales Dollar) (% of Sales Dollar) Lata dap ee rere 


Companies 


All Other : Ware- All Other 

Adver- Selling | Total Direct housing | Adver- Selling 
Serpe and Dis- | Expense Pe ling and tising | and Dis- 
mpense | tribution xpense | Delivery | Expense | tribution 
Expense Expense Expense 


_—_——_—_——_|—. |__| ue le | q—\ ume) — |_| 


Mertat Inpustrres—Continued 
Machine tools—Continued 


(8) SAK Alo atnc SRD Sp eee rs oe ee 1.42 5.55 | 10.90 2.93 ner. 1.52 6.45 
IDNert a dott. teietr s,s ya kee neue Saree .80 5.30 | 10.00 nr. nr. nr. nr. 
| Dic idictie sats oe Nacy SRNR es Cae cc pe ear ei 2.70 1.80 | 20.00 | 13.70 1.80 2.70 1.80 
Nonferrous metals 
ahs, poi BiG cic kG CRG Ce Oa ee eA es . 62 1.25 3.02 1.03 48 54 97 
IES eee React NG ee ccc taM ace ese eae -40 1.20 5.50 n.a. n.d. .60 1.20 
Cr es.6 Boe eo nae apn nne Snore ncn 1.30 2.40 | 11.60 3.50 4.90 1.20 2.00 
Office equipment 
IS Blogente HO Ee pe on be eee ae 3.10 3.90 | 42.10 | 34.10 1.50 3.30 3.70 
ES err eS oe ite ekrk Seb n oe, et es 1.70 | 10.20 | 28.60 | 16.80 1.20 1.50 9.10 
(Cres ak Sin See ee? Bie Ue OP SR tae 1.40 n.a. | 54.50 | 43.30 n.a 1.40 n.a 
Railroad equipment 
Se usge 3 5 a Gd 1.40 3.40 | 18.00 8.50 3.00 2.00 4.50 
eae ee Nt. Manresa uManaite. Loattde nd 2.20 6.68 nr. nT. nT nw nT 
Steel 
Ns aie, hse Se OER CEAC De AR ONES Res ae eee 90 nr 6.90 ner nT nT nr. 
185 cveselc ea eas baylt VER Ia IER Mer ne ee nT nT 5.56 NT. nr nT nw 
CR ee er fo eee see eos 20 nr 7.40 1.90 5.30 20 nr 
Dee. RS eee ho een oki alee s « 30 nr 2.50 nr. ner nr nT 
Miscellaneous metals 
JN ney GUE A ccna o .30 nr. 3.80 3.50 nr. .30 nr. 
1B ee. op SRR SNC ae nt. 1.47 | 10.14 8.33 .34 nT. 1.47 
(Gs ac diel ASS Uae Site AO eee 5.20 nr 11.70 4.90 1.70 5.10 ner 
1D hes capt aneee SO ee ee ere n.r. nr 3.50+ nT nT. nT nT 
IR REI re er ere Rs, ofa hcnats ih cons 2.30 90 9.90 nT nr ner nt 
NonmeraL INpustTRIES 
Apparel 
Tyna SReE id chs ple ee aan ae ae n.d. n.a. | 15.00 5.50 5.50 n.a n.G 
Building materials and supplies 
Ne hava Bcc ORS Cae CABS cate Se ere ee ee 1.90 nr 8.00 2.80 3.30 1.90 nr 
1b} Soc ot Mie 6 otic: et Gites RA aac eee ee 2.46 89 8.85 2.50 2.90 2.50 95 
(Oh ee wioee Be Ee ee re 1.10 1.00 5.50 3.20 .20 1.10 1.00 
Dea 4 bates th, alent ee > eee eee nr nr 3.20 nr nr nT. nT 
Chemicals 
Do ete & GER ARO Se ee .80 n. 5.73 | 4.92 nr 81 nN. 
ESR e Meee. ee oats & ibckois Mecheys shee ete 63 1.22 5.27 1.80 1.49 78 1.20 
(OE ae daar hers cette eye See eae Dae oh esta 1.00 1.90 | 10.70 6.10 1.50 90 2.20 
De bo.5 nd Sone Ee CRA nea ne ae 1.10 n.a 8.70 n.d. 2.70 1.10 na 
J DRS) a ales Shy alpen te eb eas Cen es Oia Ree So ear 1.25 1.75 8.50 2.40 3.50 1.00 1.60 
TRH cf toe can eles ae hte Deemer ae eae 90 2.20 9.10 5.80 .20 90 2.20 
(Gre Ad gE AE Ope A Rn re eye een 17.10 4.20 | 37.00 | 10.40 5.30 | 17.10 4.20 
Food 
Je S cc eewAgihs RS ee ee ee nr nr nr nr nr nt nN. 
LBB OOS & DEES en Ro Eee eT ate eee ee 40 90 4.20 2.90 nr 40 90 
(Co ghs Beaided ete tone eee 69 2.11 8.95 3.15 9.75 90 2.15 
Le ne ae Tee oes ao eee 7.30 2.90 | 17.50 2.70 4.60 7.30 2.90 
LE Per ee es See eh aeRe shoes .60 nr NT. ner. nr. ne a 
1 EFS Bho CR cies. nS Ee el AR ene 1.28 10) 9.82 1.11 7.10 1.33 28 
NT ed Ser tas ie coe re Seen a 1.02 n.r. 9.00 ner nr. nT ne? 
LT ent Pe chee haere sees dace 4.00 1.00 8.50 n.7 nr n? nr 
Leather and products 
Ape oh PPT OM ee it Be SRN SS et 40 nr 4.50 2.90 1.20 40 nr. 
[Rarer arenes tiste Let ome. Skene 2.67 5.20 | 13.70 4.35 2.15 220 5.00 
_ Mining and quarrying 
NC CREAR OC Besa cata t, ears eeehseue bos .50 1.00 3.50 2.00 nT. 50 1.00 
1B98 a aay Sic Ga ISR ee iio ah eee 6.00 1.60 | 12.60 5.00 nr. 6.00 1.60 
Paper and products 
Dds Be Re ty Re Pgs EE ee PO a eee 20 40 1.30 70 nT 20 40 
[Esha 8 2 Oss eee Gla ee han hers ee 3.80 5.20 nT. ne. nr ner nr. 
j Ce A es ne es So ee ee ss .90 1.40 | 12.00 2.00 7.60 90 1.50 
Pe eee er. Mee Uo: ae etes nr. nr 7.80 nr. nr nr nr 
TDS clea aR cen AR oR IG ar te eae 60 n.F 3.67 1.45 1.62 60 nr 
: 1D cust nes Oe cpr ga er crn SA aA a UFOs rae 3.00 nr 4.20 | 1.50 nT 2.70 nt 
Mee, Pee eter a net eee, oa RAE n.d n.a. | Down nr nT n.? n.7 
ny.Not reported n.a.Not available 
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Table 2: Selling and Distribution Expense Situation—Continued 


1954 Selling and Distribution Expense 


Trend of Selling 
and Distribution 


Estimated 1955 Selling and Distribution Expense 


ee eae | 


(% of Sales Dollar) (% of Sales Dollar) Expense Ratios 
al oe f Ware- All Other : Ware- All Other 
Total | Rice | housing | 4Gyer- | Selling | otal | Seiiiag | Mousire | “itee | Selling | In Past | “ive 
xpense | Expense | Delivery | Expense | tribution Expense | Expense Delivery | Expense | tribution ae Years 
Expense Expense Expense Expense 
NonMeEtaL Inpustrizs—Continued 
Petroleum products 
AO errant Bc tapecate accbsh ees o/s eat on 21.30 1.00 9.30 1.20 9.80 | 21.30 1.00 9.30 1.20 9.80 | Same | Same 
Boe rte tere boi sey eee teas, ea ere 6.60 | 5.40 nmr. | 1.20 nr. | 7.00 | 5.70 LEP Mond Rae) nr.| Up | Same 
Oe He Lies Ears akns Se ae 11.00 .90 3.80 1.20 5.10 | 11.00 .90 3.80 1.20 5.10 | Same | Same 
Dare ects Satin oo ee eee 14.90 4.50 5.80 1.00 3.60 | 14.60 4.40 5.70 1.00 3.50 Up Up 
Ps cian ee ceton ot ce aus so eee 23.00 | 10.00 7.30 1.30 4.40 | 23.00 | 10.00 7.30 1.30 4.40 | Same | Same 
1M ke Te Rec oe nga nt Reman LN Re OA § 12.30 8.23 1.46 .86 Vir tin | WES yf nr. nT ner. n.r. | Same | Down 
Rubber products 
Y NEL FG gk ae eR CA TS ae Eee Oa a 4.13 n.d n.d 15 n.a.| 4.30 n.d n.a aly na nr Up 
Textiles 
7 ee Ee Soria ote oe ae 9.50 nr. nr nr. n.r. | 10.00 n.. nr nr. n.r. | Same | Same 
ee ee ee, eNOS UIA Ae yk tenet 1.44 .86 nr .58 nr. 1.76 .96 ner .80 nt. n.r. | Same 
LO madd SNE st antty Ae SME A Rea Te eae aa 3 4.00 nT. nT nr. nr. | 4.00 nf. nT. ner. nT. nr Up 
I Be eee Ae eat Poti te so ie 8.45 aree .79 .99 445 9.48 2.28 15 1.26 5.19 | Same | Same 
i Ace a ee a ee pve GN ese SAY ot AGF 6.84 a3 1.25 arty 3.71 6.13 1213 1.25 75 3.00 Up Up 
hE ee es Pa tr ae OE a te ah 10.58 5.61 ase 1.34 1.26 | 10.00 5.10 2.20 1.50 1.20 | Same Up 
Miscellaneous nonmetals 
PEs BO ATA a, cacichcccls np e ere hens ve a ene 17.30 9.30 3.90 -70 3.40 | 17.90 | 10.10 4.00 .60 3.20 Up Up 
Bet? ater he ae ac Cai eee 36.50 | 18.30 | 10.60 2.20 5.40 | 36.50 | 18.30 | 10.60 2.20 5.40 | Same | Same 
CO, oe are eMail i Eoeeaee 10.60 3.20 nr 1.40 6.00 | 10.60 3.20 ny. 1.40 6.00 | Same | Same 
DA ho eee A ecd Rivets aches ete oe ee 10.32 3.40 1.92 2.93 2.07 | 10.43 3.52 1.79 2.94 2.18 Up Up 
| pe SS eee GOR Oe Ob pe Amery Te oat Ps 11.50 nr. nr nr. n.r. | 11.00 nr. nr. nr. n.r. | Same | Same 
Raa Sak Se po een kice ee eee 23.50 | 14.50 | 7.50 | 1.50 nr nr. nr nar nt nT Up ne 


n.r.Not reported n.a.Not available 


but routine functions are not a part of ‘selling,’ which to 
us means the business of creating, promoting and main- 
taining demand for our products in competition with 
other products.” 


And some companies report having no delivery 
expense because their sales terms are f.o.b. factory. 
A typical breakdown of selling and distribution ex- 
penses is that given by one general industrial machin- 
ery company: 


“Direct costs: salesman salaries and commissions; sales- 
man travel expenses. 

“Warehouse and delivery (we sell f.o.b. factory): ship- 
ping department expense. 

“Advertising: magazine and direct-mail advertising. 

“All other: administrative expense; fringe expense—pen- 
sion, cost of living, additional compensation; stationery 
supplies; clerks; depreciation; service department and 
branches; miscellaneous.” 


HOW MUCH TO SPEND? 


One of the perennial questions asked by Associates 
of Tae Conrerence Boarp is: “What proportion of 
the sales dollar is spent by manufacturers on selling 
and distribution expense?” The table on page 144 
gives the detailed answers of this month’s survey co- 
operators, industry by industry and company by 
company, based on actual 1954 expenditures and 
estimated 1955 figures. A cursory inspection of this 
table will show that there is not much uniformity, 
even among companies in the same industry. The 


lowest reported ratio of total marketing costs for 
1954 is 1.3% of sales (by a heating and plumbing 
supplies producer and a paper manufacturer), while 
the highest figure is 54.5%, reported by an office 
equipment manufacturer. 

Judging from cooperators’ replies, perhaps the most 
influential factors determining selling expense ratios 
are marketing channels and methods used. Obvi- 
ously, a manufacturer maintaining his own sales 
force, branch sales offices, warehouses and the like 
will have proportionately higher selling expenses than 
a company selling through manufacturers’ agents. 
Regarding this, an electrical machinery manufacturer 
draws from his own company’s experience: 


“Five years ago we were operating in important areas 
of the country by means of dstributors. Since that time 
we have opened our own branch offices and have our own 
salesmen operating from those branches. As a result, 
the total dollar amount expended for selling and distribu- 
tion expense has increased considerably, but this has 
been offset by increased margins on sales as a result of 
direct selling.” 


Also significant is the type of products sold. Ac- 
cording to the summary of replies received, cooperat- 
ing metal products companies in 1954 had higher 
direct selling expense ratios than did nonmetal prod- 
ucts companies, whereas warehousing and delivery 
expense ratios were generally higher in nonmetal 
products companies than in metal products com- 
panies. (See table 1.) Interestingly enough, there 
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does not seem to be much difference between these 
two groups in the over-all ratios of total selling and 


distribution expenses to sales. 


In 1954, the average spent by cooperating com- 


_ panies on selling and distribution activities was 
' roughly 10% of sales. 


Of this amount about 40% 
went for direct selling expenses, 24% on warehousing 


_ and delivery, 138% on advertising, and 23% on all 
- other selling and distribution expenses. 


SPEND MORE—SELL MORE 


Many companies indicate that increasingly com- 
petitive conditions over the past several years have 
caused sales expense ratios to rise steadily. Some 
cooperators have placed main reliance on an ex- 
panded sales force to bolster sales. One heating and 
plumbing supplies producer reports: 


“During the last five years there has been an increase of 
over 50% in the number of our sales offices. The ex- 
pense of these additional sales offices, together with higher 
salaries and other sales expense, has increased our direct 
selling expense ratio from 5.2% to 6.4%.” 


Several cooperators report a trend towards better 
and more localized sales coverage. A hardware manu- 
facturer, for example, writes: 


“During the past five years there has been a steady 
increase, especially in distribution expense. We had been 
operating at around a 10% selling and distribution ex- 
pense ratio, and this has climbed to 15%. The reason for 
the increase is warehousing. Competition has been much 
keener and we have had to warehouse our products for 
quicker delivery. Customers require more service than 
ever before, and they probably will in the future.” 


A number of producers comment on the effect of 
inflationary trends on sales costs. An electrical ma- 
chinery manufacturer, for instance, attributes the 
rise in his company’s marketing expense ratios “in 
the main to salary increases, together with fringes 
thereon, together with increased costs of traveling.” 

Other companies are placing increased emphasis 
on advertising and market research. One machine- 
tool builder reports an across-the-board program de- 
signed to increase selling effectiveness: 


“We added a market research department in 1954. In 
that year we also increased our direct-selling field per- 
sonnel by approximately 25%. Since 1951 our advertis- 
ing expense has increased approximately 65%.” 


And one chemical company is counting on its “in- 
creased emphasis on technical service for customers 
to promote new uses for our products,” but in the 
meantime “selling expense in terms of net sales has 
increased somewhat.” 

A few companies attribute higher selling and dis- 
tribution expense ratios to the termination of gov- 
ernment business. In this category is one office 
equipment producer who writes: 
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“During the abnormal years of 1950, 1951 and 1952, 
selling expense was a lower per cent of the sales dollar 
because of high volume without an accompanying in- 
crease in selling expenses. During those years large gov- 
ernment purchases, on which a much lower commission is 
paid, were contributing substantially to the company’s 
sales.” 


However, some cooperators are hopeful that selling 
cost ratios may level off or actually decline in the 
future. In the case of a paper products company: 


“The sales organization is set up to handle an increase 
of from 15% to 20% in sales; therefore our selling and 
distribution expenses, percentagewise to net sales, should 
remain constant or decrease over the next few years. We 
anticipate no reductions in our budget for personnel or 
advertising during the next few years.” 


And a producer of general industrial machinery 
concludes: “It is our hope that a greater sales volume 
from increased efforts will not only offset any in- 
crease in marketing expenses, but actually gradually 
shrink the per cent of cost.” 


Sotomon EtuHE 
G. CLarK THOMPSON 
Division of Business Practices 


Business Bookshelf 


Agricultural Taxation and Economic Development—The 
first international conference of the International Program 
in Taxation was devoted to discussion and exploration of 
this little developed field of tax knowledge—the agricul- 
tural tax problems of underdeveloped countries. Partici- 
pants undertook among other tasks to evaluate present 
and alternative methods of taxation, their relation to 
economic development, and making administrative and 
legal improvements in them. Edited by Haskell P. Wald, 
Harvard Law School, Harvard University, Cambridge, 
Massachusetts, 1954. $4.50. 


Economics of Canadian Transportation—In this wide- 
ranging survey of virtually all types of Canadian trans- 
portation the author sees as the central problem the ques- 
tion: Is transportation a service which should be financed 
by the government, because of the widespread benefit 
that it confers upon the nation, or is it one which 
should be paid for by the user? A. W. Currie, University 
of Toronto Press, Toronto, 1954. $10.00. 


British Economic Statistics—“. . . a review and assessment 
of existing statistics and also an investigation of the sta- 
tistical requirements for the formulation of policy.” C. F. 
Carter and A. D. Roy. University Press, Cambridge, 1954. 
$4.00. 


The Theory of Fiscal Economics—The author maintains that 
fiscal theory, in certain aspects, is applied monetary theory 
of which the main feature is a stock-flow concept wherein 
stocks (the inherited past) and human choice determine 
flows (the actual present). Earl R. Rolph. University of 
California Press, Berkeley and Los Angeles, 1954. $4.50. 


The Conference Board's Consumer Price Index for Ten Cities, and Purchasing Value of Dollar 


Housing 


1953 =100 


January, 1939 =100 


Trans- ‘ Purchasing All Purchasing 
Fuel, Furnish- Apparel portation Sundries vere Ttems Noles et 
Total Rent Power and ings and 
Water |Equipment 
1954 February........... 100.3 9 101.3 104.2 102.8 99.5 99.5 101.7 101.0 99.7 180.5 55.4 
Marchie hansccmene te. 100.3 .6 101.3 104.5 102.6 99.5 99.7 101.4 101.0 99.7 180.5 55.4 
April Masri erento 100.3 pf 101.3 104.7 103.2 99.0 99.3 100.9 101.0 99.7 180.5 55.4 
EN geet chseuctichs ieut 100.7 5 101.1 104.7 101.6 98.7 99.1 100.9 101.0 99.3 181.3 55.2 
SUNS MM etacienste orate 100.4 7 101.0 104.7 102.0 98.5 99.0 101.0 100.9 99.6 180.7 55.3 
ULV Ne greta esis 100.6 ) 101.0 105.5 99.7 98.6 98.8 101.7 100.9 99.4 181.1 55.2 
AUBUSUN ses ae cote ots c 100.4 5 101.0 105.6 99.7 98.3 98.9 101.7 101.0 99.6 180.7 55.3 
September.......... 100.2 6 101.1 105.7 99.7 98.6 98.9 101.9 101.2 99.8 180.4 55.4 
Octoberschscccds coke 100.0 9 101.4 106.3 100.9 98.6 98.8 101.7 101.1 100.0 180.0 55.6 
November.......... 100.2 4 101.4 106.5 100.2 98.8 98.7 101.8 101.2 99.8 180.4 55.4 
December........... 100.0 6 101.5 106.5 101.0 98.7 98.7 101.6 101.4 100.0 180.0 55.6 
Annual average..... 100.3 will 101.2 105.2 101.3 98.8 99.1 | 101.5 101.0 99.7 180.6 55.4 
1955 January............ 100.2 2 101.8 106.9 103.9 98.3 98.4 101.4 101.4 99.8 180.4 55.4 
ebroary aceon 100.2 3 101.8 107.0 104.1 98.0 98.4 101.5 101.4 99.8 180.4 55.4 
Percentage Changes 
Jan., 1955 to Feb., ee | +0.1 0 +0.1 +0.2 —0.3 | 0 | +0.1 | | 0 | | 0 
Feb., 1954 to Feb., 1955... -0.1 0.6 +0.5 42.7 +1.3 sibes) cathe —0.2 +0.4 +0.1 0.1 0 


iMore stable items such as rent, utilities and parts of transportation and sundries priced quarterly. 


CONSUMER PRICE INDEX UNCHANGED 


ONSUMER prices remained the same between 
January and February, 1955, according to THE 
CoNnFERENCE Boarp’s ten-city consumer price 

index. At 0.9% below the all-time high of 101.1 
reached in September, 1953, the all-items index for 
February, 1955, was 100.2 (1953=100). 

Stable prices have been apparent during the last 
few years. Since April, 1952, when the all-items index 
was 99.1, prices have fluctuated within a range of 
two index points and monthly changes have not ex- 
ceeded 0.8%. Variations in individual cities during 
the month ranged from a decrease of 0.4% in Birm- 
ingham to an increase in Boston of 0.4%. The pur- 
chasing value of the dollar in February was 99.8 cents 
(1953 dollars=100 cents), the same as the previous 
month. 


FOOD PRICES UP 


Food prices for the second consecutive month 
moved upward—and the food index at 98.3 in Feb- 
ruary was 0.1% higher than in January and is 0.7% 
above December. The meat, fish and poultry index 
in February was at 95.5, up a slight 0.2% over the 
month. A 6% rise in poultry prices was offset in part 
by declines in the prices for pork and pork products. 
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Ham, bacon, picnic products and canned luncheon. 
meat prices dropped from 2% to 4%, while veal prices 
rose slightly. 

The cereal and bakery products index advanced 
0.5% during the month. Flour and bread prices were 
higher in some cities. Dairy products and eggs were 
up 2% between January and February, with price 
increases of as much as 19% reported for eggs in 
individual cities. 

The fruits and vegetables index decreased fraction- 
ally over the month. A rise of 6% in the price of 
potatoes was offset by price declines of 7% in lettuce 
and 4% in frozen orange juice. Smaller price increases 
were reported for prunes and dried beans, while 
carrots were somewhat cheaper. 

With a sharp break in coffee prices, the “other foods 
at home” index, at 107.5, decreased 2.1% during the 
month. The coffee index, at 110.1 in February, 
dropped 7.0% during the month and was 20% below 
the peak attained in July, 1954. (It was 2.2% below 
the 112.6 index of a year earlier.) Tea, indexed at 
122.1 in February, rose at a record rate of 4.4% owing 
partly to an increase in tea export duties by two of 
the leading tea-producing countries. 

The housing index, at 101.8 in February, was the 
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same as in January. Increases of 0.1% in the rent 
index and 0.2% in the fuel, power and water index 
were countered by a dip of 0.3% in the housefurnish- 
ings and equipment index. This dip primarily reflect- 
ed declines in appliance prices, which in turn were 
pushed down by fierce price competition between 
the various outlets. Prices of washing machines and 
electric toasters were down in most cities. 


OTHER GROUPS 


Apparel prices were stable in most of the cities 
surveyed—the largest change being a dip of 0.3% in 
Philadelphia. The apparel index was unchanged over 
the month, remaining at 98.4, the lowest point since 
October, 1951. 

Transportation costs, up only 0.1% between Jan- 
uary and February, pushed the index up to 101.5. Of 
the individual cities, Birmingham reported the largest 
change, a drop of 2.5%, stemming from a gasoline price 
war. 


Price Movements in Dairy Products and Eggs 
110 


100 


90 


80 


7 
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4 Dairy products and eggs” includes manufactured dairy prod- 
ucts in addition to milk, butter and eggs. 


Index numbers, 1953=100 


Unchanged at 101.4 was the February sundries 
index. City indexes varied from a decrease of 0.5% in 
Chicago to an increase of 0.8% in Houston. Laundry 
prices, dentists’ fees and movie admissions changed in 
some cities but formed no consistent pattern as to 
direction. 


YEARLY CHANGES 


The all-items index showed a negligible 0.1% de- 
crease over the twelve-month period, fluctuating 
throughout the year within .7 of an index point. City 
changes ranged from a decline of 1.7% in Birmingham 
to an increase of 0.9% in Chicago. The food index 
was down 0.6%, with decreases reported in all cities 
except New York. The apparel index declined in 
each of the ten cities, and the all-cities index was 
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1.1% lower than in February, 1954. The largest of the 
component increases was a change of 0.5% in housing. 
An increase of 2.7% in rents, which have moved 
steadily upward throughout the year, together with 
a 1.3% rise in fuel power and water, more than offset 
a decrease of 1.5% in housefurnishings and equip- 
ment. 


A LOOK AT DAIRY PRICE CHANGES 


The accompanying chart illustrates the twelve- 
month movement of selected items in the dairy 
products and eggs group of the food index. Eggs, the 
most sensitive item in the group, fluctuated sharply 
during the year. At 90.6 in February, 1954, the index 
fell to 80.8 in March, recovered somewhat to 85.0 in 
August, and then because of large surpluses in the 
latter part of 1954, fell to 73.2 in January, 1955. Cold 
weather and the trimming of potential egg-laying 
flocks caused the index to spurt up 12.8% to 82.6 in 
February. 

The butter index at 99.0 in February, 1954, dropped 
more than 10% between March and April, due to the 
lowering of the parity price. It remained steady 
through midyear, at 85.0, and in February, 1955, was 
at 87.5—11.6% below the year-earlier figure and 0.3% 
below the April, 1954, index. 

Milk, the most stable and heavily weighted of the 
selected items, increased 1.1% during the year. In- 
dexes ranged from a seasonal low of 94.8 in June, 
1954, to 101.6 in December, 1954. Milk prices, which 
are responsive to various local conditions and grade 
and content specifications, ranged widely in individual 
city indexes—which in February, 1955, varied from 
93.8 in Birmingham to 105.7 in Boston. 


James C. APICELLA 
Statistical Division 


Business Book Shelf 


Christian Values and Economic Life—The capstone volume 
of the series on the ethics and economics of society, spon- 
sored originally by the Federal Council of the Churches. 
By John C. Bennett, et al., Harper & Brothers, New 
York, 1954. $3.50. 


The Recent Evolution of the Role of the Banks in the 
Economy—A series of lectures delivered at the Sixth In- 
ternational Banking Summer School in September, 1953. 
Various authors, Association Belge des Banques, Brussels, 
Belgium, 1953. $2.00. 


Oxford Economic Atlas of the World—An atlas which 
shows the world production and trade of main commodi- 
ties, population and communication systems. Prepared by 
“The Economist” Intelligence Unit and the Cartographic 
Department of The Clarendon Press, Oxford University 
Press, Oxford, 1954. $4.80. 


RAILROADS AGAINST THE FIELD - 


loadings,” a basic measure of the volume of 

freight transported by the railroads, have been 
accepted as a sensitive indicator of general business 
activity. 

But the changing position of railroads in the over- 
all freight picture in the past three decades inevita- 
bly raises questions as to the accuracy and usefulness 
of freight carloadings as a business indicator. Where 
once railroads were almost the only important link be- 
tween farm and factory, mine and mill, manufacturer 
and market, today they are faced with a wide range 
of aggressively competitive transportation means. 

In 1926, more than three quarters of all intercity 


P* MORE THAN a generation “freight car- 


freight moved by rail; in 1953, only one half (51.6%) - 


of such traffic was carried by rail. Competition from 
other carriers has diverted more and more traffic 
away from the railroads, and has captured more and 
more of the new products and new traffic routes of 
an economy that has been both expanding and shift- 
ing geographically. Beginning in the 1930’s, the motor 
truck, then the pipeline and airplane, and recently 
the barge and ship have all made inroads on the rail- 
roads’ share of total freight movement. 


INROADS ON THE RAILROADS 


The changing pattern of intercity traffic since 1939 
reflects the lag in railroad freight compared with 
other forms of freight movement. In that year, rail- 
roads moved 338 billion ton-miles of goods, amount- 
ing to 63% of total freight traffic. Water carriers 
transported 17%; pipelines, 10%; and motor trucks 
another 10%. 

In the next two years, truck transport increased 
more than 50%, to 81 billion ton-miles. But the out- 
break of war and resulting shortages of fuel and tires 
put a temporary halt to the rapid growth in motor 
truck traffic. At the same time, the war brought 
intensive utilization of railroad facilities. |Ton-miles 
of railroad freight shot up to 734 billion by 1943, when 
the railroads carried more than 70% of all freight. 

At the end of the war, however, demands for rail- 
road freight service dropped sharply, while the facili- 
ties and traffic of competing carriers multiplied. In 
1946, railroad ton-miles fell below 1942, while motor 
truck traffic quickly recovered to its prewar level, and 
pipeline shipments—through facilities installed dur- 
ing the war years—were 50% higher. 

Over the postwar years, railroad freight traffic has 


fluctuated around a slight downward trend. In 1953, 
the 614 billion ton-miles of railroad freight constituted 
only 52% of total shipments. The movement of 
goods over the Great Lakes and inland rivers and 
canals has kept pace with the increase in total freight, 
and retained its 1939 share of 17%. But truck and 
pipeline traffic has shot up dramatically. Ton-miles 
of freight hauled by truck was four times greater 
than prewar, and accounted for 17% of all freight 
traffic in 1953. Ton-miles of liquids and gases moved 
through pipelines was three times greater than pre- 
war, and accounted for 14% of total traffic (see chart) . 


TRENDS IN CAPACITY 


The aggressive competition for freight by other car- 
riers has been paralleled by striking expansion in 
their capacities. Pipeline mileage increased’ from 
99,000 in 1939 to 170,000 in 1953. Behind this expan- 
sion was a tremendous growth in natural gas produc- 
tion and consumption, much of it at the expense of 
coal and oil, to which railroads look for an important 
volume of freight business. Since 1939, natural gas 
production has increased fourfold and now constitutes 
about one fourth of total energy production. 

The increase in motor truck capacity has been just 
as spectacular. The number of intercity motor trucks 
has doubled since 1939, while improved highway 
mileage has increased almost 20%. 

In contrast, railroad freight-carrying capacity has 
increased but slowly: railroads have countered the 
competition of other carriers mainly through a dra- 
matic program of modernization and improvement. 
Between 1948 and 1953, they spent well over $1 
billion a year on new plant and equipment. In those 
six years, capital expenditures totaled almost $8 
billion. Diesel power was substituted for steam. 
While total track mileage was not extended, its 
serviceability was increased by parallel tracking, im- 
provement of roadbeds, development of terminal 
facilities, and installation of modern, larger-capacity 
freight cars. 

These postwar additions built up total capacity 
from 82 million tons, prewar, to 95 million tons in 
1953 (but still below the 106 million tons of the 
1920’s). And additions to capacity have been con- 
centrated on gondolas and hoppers, for movement of 
bulk commodities where the competitive advantage 
of railroads over other carriers has been the greatest 
(see below) . 


BUSINESS RECORD 


as a a a a ee 


About 300,000 of these cars have been installed 
since 1945, most of them replacing older models; and 
gondola and hopper capacity was increased almost 
10%. About 200,000 box cars were installed, again 
largely for replacement of older and less efficient 
models. 


CARLOADINGS vs. MARKETINGS 


Despite these improvements, the loss of position 
which most railroads have suffered as a result of in- 
creased competition from other carriers tends to im- 
part a downward bias to carloading statistics. In 
addition, other characteristics of railroad freight 
traffic conspire to aggravate the downward bias. The 
amount of freight loaded into cars has been increased 
—by 14% since 1939. And the average length of 
haul has been extended—by 20%. As a result, the 
ratio of carloadings to the real volume of railroad 
freight has drifted down, at the same time that the 
volume of railroad freight has itself become a less 
accurate indicator of total freight traffic. 

The diverging trends of carloadings and produc- 
tion in industries whose output makes up the bulk of 
intercity freight are shown in the charts on page 152. 
From 1946, when the adjustment from military to 
civilian production took place, output of manufactur- 
ing and mining industries (as measured by the Fed- 
eral Reserve’s industrial production index) increased 
sharply, interrupted only by the mild recessions of 
1949 and 1954. Over the same years, nonagricultural 
carloadings were in a declining trend, with especially 
sharp drops marking the recession years.! Similarly, 
the volume of farm marketings rose fairly regularly, 


1See Interstate Commerce Commission, Bureau of Transport Eco- 
nomics and Statistics, “Fluctuations in Railway Freight Traffic Com- 
pared with Production,” Statement No. 542, February, 1954. 
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while agricultural carloadings fell off—sharply from 
their peak levels during the war years, when highway 
traffic was limited by gasoline and rubber shortages— 
more gradually since 1948. 

Not only have the railroads yielded an increas- 
ing share of total freight traffic to competing carriers, 
but they have actually lost ground in the case of 
their two highest freight rate classifications. These 
particularly well-paying commodity groups are “ani- 
mals and products” and “less-than-carload” (l.c.l.) 
freight. 


DIVERSION OF RAILROAD FREIGHT 


In 1939, there originated as freight on railroads, 
15.0 million tons of animals and products. In 1953, 
only 13.8 million tons originated on railroads. The 
intrusion of trucks into this highly profitable type 
of freight traffic was a major cause of the decline. 
In 1933, trucks accounted for 44% of cattle receipts 
in sixty-five important markets; by 1940, their share 
had risen to 51%; and by 1952, it had reached 76%. 
The same diversionary trend hit the railroads in 
receipts of other livestock and animal products. 

The loss of l.c.l. freight has been even more strik- 
ing, and again truck competition has been a major 
factor. In 1939, l.c.l. freight originating on railroads 
totaled 14.9 million tons. In 1953, only 8.3 million 
tons originated on railroads. 

The reasons for the diversion of intercity freight 
traffic from rail to motor truck are many, and they 
may differ from commodity to commodity. In many 
instances, effective truck rates are lower than com- 
parable railroad rates. But there are other consid- 
erations than direct costs. 

For many shipping operations, truck transport has 


Competition of Other Carriers Has Cut into the Railroads’ Share of Intercity Freight 
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Sources: Interstate Commerce Commission; Office of Chief of Engineers, United States Army; Civil Aeronautics Board; The Conference Board 
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apparently offered greater flexibility of scheduling. 
The relative ease of reconsigning truck shipments 
while they are in transit is an example. Flexibility of 
service and adaptability of special equipment have 
played a part, as has the less frequent need for load- 
ing and unloading. Together, these factors can pro- 
duce faster delivery than rail shipment offers. 

The railroads have, of course, tried to halt the 
diversion of freight to motor carriers in many ways. 
In some instances, they adjusted freight rates; in 
others, they have improved their services. 

In the case of long-haul traffic, which until recently 
was a special province of the railroads, they have 
moved to recapture participation in traffic which has 
been lost. In the past few years, trucks have increas- 
ingly nudged their way into long-haul traffic. Now 
the railroads propose to offer a “piggy-back” to the 
long-distance trailer. A truck-trailer would be loaded 
at the point of origin, driven to the nearest terminal, 
mounted onto a flatcar, moved by rail to a terminal, 
then demounted and driven on to its final destination. 
The ICC has granted temporary permission for sev- 
eral railroads to experiment with “operation piggy-. 
back.” If the experiment proves successful, the rail- 
roads may regain participation in some of the traffic 
they have lost, and forestall an end-around play 
already launched by water carriers to provide similar 
service to truck-trailers. 


CYCLICAL SENSITIVITY 


Railroads have been best able to retain their com- 
petitive advantage in transporting bulk commodities 
of low value per ton. They have held their own in 
the movement of coal, ore and the long-distance trans- 


With the Postwar Slump in Railroad Freight, 
Carloadings Fell as Production Rose... 
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Index numbers, 1947-1949=100 


Sources: Association of American Railroads; Federal Reserve Board; 
The Conference Board 


port of coke. But the concentration of railroad 
freight tonnage among such basic commodities has 
made the railroads particularly vulnerable to cyclical 
fluctuations in industrial activity. 

As a result, a recession as mild as that of 1954 
brought about a 12% drop in freight carloadings. In 
1953, coal had accounted for 17% of total carloadings; 
coke and ore for 10%. But in 1954, carloadings of 
coke dropped 39% and of ore 33%. Carloadings of 
coal fell 12%. Together, these declines overwhelmed 
a 4% increase in the movement of grains and rela- 
tively small decreases in that of other commodities. 

The fourth quarter of 1954 saw a revival in freight 
carloadings which has carried over into the first 
three months of this year. So far, the uptrend in 
carloadings is apparently closely related to the spurt 
in automobile and steel operations. Estimates of the 
Regional Shippers Advisory Board show first-quarter 
gains over last year of 22% in carloadings of automo- 
biles and trucks, and 13% in carloadings of ore and 
concentrates. These two groups account for about 
two thirds of the increase in total carloading. 

The competition for intercity freight is still going 
on, however, and shares of rival carriers are far from 
fixed. To date, the railroads have suffered a consider- 
able loss of position—at a cost that was highlighted 
by their experience of the last two years. But heavy 
investment by railroads over the postwar years is 
already paying off in operating economies. Whether 
it will help to reverse the downtrend of railroad par- 
ticipation in freight traffic remains to be seen. 


Linuian LIEBERMAN 
Davin SHAPIRO 
Division of Business Economics 
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JOBLESS BENEFITS: WHAT SHARE OF WAGES? 


ployment insurance is receiving a lot of atten- 
tion this year. Bills calling for upward revisions 
are being considered in more than half of the state 


Te MAXIMUM weekly benefit under unem- 


_ legislatures. At least ten have already been enacted. 


Heightened interest in the unemployment insurance 
program is, in part, a by-product of current guaran- 


_ teed annual wage demands. Then too, the states have 


been prodded by the President and his Secretary of 
Labor to establish benefit maximums providing pay- 


_ ments to most beneficiaries equal to at least half their 


regular earnings. 

At first glance this appears to be a clear enough 
recommendation. But it has set off a battle of 
semantics over the meaning of “regular earnings,” 
while data on past earnings of persons collecting 
benefits (z.e., beneficiaries) are very hard to come by. 


RELEVANCE OF DATA 


The only wage figures regularly collected relate 
to covered workers. These are invariably higher than 
wages of beneficiaries, but there is not a consistent 
relationship between the two. An earlier analysis of 
this subject suggested that “the spread between wages 
in all covered jobs and wages of beneficiaries is 
neither uniform over time in a particular state, nor 


_ uniform among states at a particular time. The wage 


distribution of beneficiaries may well be closer to the 
wage distribution of covered workers after the busi- 


ness cycle turns down than at its peak.” 


A study released at the end of last year by the 
Kentucky Department of Economic Security cor- 


/ roborates the last statement.2 Comparison of base- 


period wages of claimants during January-June, 1953, 
a period of low unemployment, and January-June, 
1954, a period of high unemployment, reveals a 14% 


increase—from $1,860 to $2,113—owing to the layoff 


of higher-paid workers in the 1954 recession. 
Disagreement over the meaning of regular earnings 
centers over whether this means gross wages or take- 


1Arizona—from a basic maximum of $20 to a universal maximum 
of $30, as dependents’ allowances were eliminated; Idaho—$25 to $30; 
Indiana—$27 to $30; Iowa—$26 to $30; Montana—$23 to $26; 
New Hampshire—$30 to $32; Rhode Island—$25 to $30; Tennessee— 
$26 to $30; Utah—$27.50 to $33; Vermont—$25 to $28; Washington 
—$30 to $35. North Dakota liberalized dependents’ allowances so 
that the maximum augmented benefit increases from $32 to $35. 

2See “Height and Width of Unemployment Benefits,”’ The Business 
Record, August, 1954, pp. 310-313 for details of this analysis. 

“Changes in Characteristics of Unemployment Insurance Claim- 


' ants and Exhaustees,” Statistical Journal of Economic Security in 


Kentucky, November and December, 1954. 
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home. The difference between the two figures depends 
upon the dependency status of the beneficiary. If he 
is single, income taxes will have taken a sizable bite 
out of his pay. Therefore a specific unemployment 
benefit will replace a considerably larger proportion 
of his spendable earnings. The more dependents he 
has, the closer are his gross and his spendable earnings. 

The series of charts on the following two pages 
show the hypothetical benefit-wage relationship under 
laws enacted before the end of March in the nine 
states which together account for about three fifths 
of all jobs covered by state unemployment insurance 
laws. The states were selected for one or more of 
the following reasons—industrial prominence, impor- 
tance in steel or auto employment, illustrative of dif- 
ferent geographical regions, examples of varying ap- 
proaches to benefit-rate fixing. 

Texas provides the lowest maximum benefit, $20; 
Illinois is next with a maximum of $27; and California, 
Indiana, New Jersey, New York and Pennsylvania 
have maximums of $30.1 So do Michigan and Ohio 
for single workers, but Michigan varies the maximum 
up to $42 a week for claimants who combine specified 
past earnings with particular family obligations, while 
Ohio adds up to $5 a week to the basic benefit for 
dependents’ allowance (i.e., $2.50 per child). The 
maximum for a claimant with a wife and two children 
is $40 in Michigan, $35 in Ohio. 


MICHIGAN TRIES SOMETHING NEW 


The 1954 amendments to the Michigan Employ- 
ment Security Act approach the problem of determin- 
ing maximum benefits in a novel manner.2 They 
attempt to relate the benefits for claimants with dif- 
ferent family obligations both to past take-home and 
to the cost of food and housing. 

In the course of considering suggested changes last 
spring, the legislators compared the maximum benefits 
payable to claimants of differing family status with 
estimates of the claimants’ food and housing costs. 

(Text continued on page 156) 


1As already noted, Indiana increased its maximum from $27 to $30 
this year. The new rate becomes effective with initial claims filed 
after July 2, 1955. A bill to increase the maximum in Pennsylvania 
to $35 had passed the Senate, but still had to go before the House of 
Representatives for concurrence. New York’s legislature has under 
consideration a bill to increase the maximum to $36. Bills increasing 
the maximum in Texas to $25 have been reported favorably out of 
committee in both the House and the Senate. 

2For a discussion of benefit formula development and maximum 
benefit selection see ‘““Height and Width of Unemployment Benefits,” 
op. cit, pp. 313-315. 


BENEFITS AS PER CENT OF WAGES IN NINE 


Illinois 


The bars across the lower 
sections of these panels give 
the unemployment benefits pay- 
able for gross weekly wages of 
$20 to $100. The solid lines 
above the bars show what pro- 
portion the benefit represents 
of the gross wages on which 
they are based. And the brok- 
en lines relate the benefit to 
take-home pay; i.e., wages after 
federal income and social secur- 
ity taxes have been deducted. 


Consider, for example, the 
$30 benefit payable for weekly 
wages of $70 in Pennsylvania. 
lt represents 43%. But a gross 
of $70 means spendable wages 
of $58 for a worker with no 
dependents, $65 for a worker 
with three. So the $30 bene- 
fit represents 52% of the 
bachelor’s take-home, 46% of 
the family man’s. 


In Michigan, gross wages of 
$70 yield benefits of $29 for 
a single person, $38 for a 
married father of two—50% 
and 58%, respectively, of their 
take-home pay. 
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STATES: DEPENDENTS CHANGE THE RATIO 


Michigan Ohio 
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(Text continued from page 153) 

They discovered that $27 a week was considerably 
more than was required to provide these items for a 
single person and just about enough for a married 
couple. But the amounts payable to claimants with 
children ($2 additional per child, up to $8 per week) 
were much less than their food and housing costs. 

Variable maximums, strictly based on these costs, 
would have required a reduction in the rate for 
single workers and considerable increases in the rates 
for workers with three or more dependents. The re- 
vised rate schedule adopted, part of which is shown 
below, represents a compromise. Claimants with no 
family or small families are still relatively better off 
than claimants with large families. Compared with the 
old schedule, however, the new one is a step toward 
maximums related to food and housing costs. 


How Michigan Increased Maximum Benefits in 1954 


1954 Amendments 


Average Maxi- 


eekly mum 
Wage Benefit 
Single: (122 Ugh ie eee, $75.51 | $30 
Wife;no childs 3 ae. ; 70.01 32 
One child, no wife........... 3 65.01 34 
Wife and one child.......... ; 69.01 37 
Wife and 2 children 76.01 40 
Wife and 3 children 80.01 42 
Wife and” children 80.01 42 


1Under the old law, only children were eligible for dependents’ allowances. Under 
the 1954 amendments the definition of dependent was broadened to include unem- 
ployed wife, and certain other relatives. 


Source: Michigan Employment Security Commission 


Two advantages of Michigan’s method of increas- 
ing benefits, according to its advocates, is that it is 
much less costly than would be an across-the-board 
increase in maximums, and that it better protects the 
incentive of the single worker to keep and find jobs. 
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BUSINESS FORECASTS 


(Continued from page 136) 


both among businessmen and economists, that barring serious 
international complications, the business outlook for the re- 
mainder of this year, and probably for the next two or three 
years to come, will continue at a high level. Any projection 
of ordinary available business statistics at the present time 
strongly supports this view... . 

“Unfortunately the forecasts just made do not tell the 
whole story of the business outlook. . . . The present high 
rate of automobile production is not expected to continue 
through this year. . . . There is also a serious question about 
whether the present high rate of residence construction will 
continue throughout the entire year... . 


“A downturn in either or both of these would affect the 


production and sale of many raw materials, such as steel, 
rubber, textiles and building materials, as well as employ- 
ment. The repercussions of these declines may eventually 
affect all kind of business. The rapid expansions and plans 
for further expansions in the communities that turn out 
these goods and the raw materials-out of which they are 
made will be only the first effect.” 


Iowa Business Digest (March) —“Unlike a year ago when 
many sectors of the economy were trending downward, and 
the outlook was generally unfavorable, current projections. 
for 1955 are almost uniformly optimistic. A summary of 
the sector-by-sector projections, in light of current condi- 
tions, suggests a gross national product of approximately 
$360 billion-$365 billion. . 

“It is important to recognize, however, that a gross 
national product of roughly $365 billion would still be sub- 
stantially less than a full employment potential. More im- 
portantly, there is the possibility of a significant increase in 
volume of unemployment. This seemingly incongruous pos- 
sibility—an increase in total output accompanied by rising 
unemployment—is to be explained largely by the twin 
forces of rising productivity and of growth in the labor force, 
both of which require increases in total spending if capacity 
output is to be purchased.” 


National City Bank Monthly Letter (March) —“The con- 
tinued strength in the steel and automobile industries in 
recent months has been impressive. For the rest of the first 
half they give every indication of strongly supporting, al- 
though probably noi actively expanding, the level of indus- 
trial production. A sound recovery cannot be based solely 
on two or three industries. 

“Improvement, however, has been widespread. Every one 
of the major manufacturing and mining groups had, by 
early 1955, risen above its 1954 low point. In other words 
there is none still on the downgrade.” 


Housing 


George Cline Smith, economist, F. W. Dodge Corporation 
(in an address before the American Bankers Association, 
March 9) —“As everyone is well aware, 1950 was the peak 
housing year in terms of units started. This year we will 
probably set a new record—but the composition of the hous- 
ing output this year will be radically different. 


“First, all the emphasis in the residential field today is on 
single-family homes. It is hardly an overstatement to say 
that the bottom has dropped out of the multifamily field in 
recent months. During most of the postwar period, according 
to our Dodge contract award figures, multiple dwellings have 
accounted for some 25% to 30% of all residential floor area 
built. But in the past year, this figure has dropped to 9%; 
and the trend is even more evident in the early reports for 
1955. ... 

“Tn addition to this trend toward one-family homes, a 
second important change has been toward bigger houses. 
It has been reported that the average floor area of houses 
has jumped 5% since 1951.... 

“We are building houses at a tremendous clip. Nonfarm 
dwelling units have been started in the past few months at 
annual rates up to almost a million and a half a year. Our 
Dodge contract award figures for January and February 
indicate that these high levels will continue at least for a 
few months.” 
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In the March Management Record 


The Art of Delegation—The critical point in the career of many an executive 
is reached at the stage when he must either learn to delegate or cease to 
grow in scope and capacity. The meaning of delegation and its practices are the 
subject of this study. 


AFL and ClO Agree To Merge—The recent merger agreement of the two 
big labor organizations creates a new federation whose membership will be 
approximately one fourth of the country’s entire work force. Careful study 
of the agreement provides valuable information on what can be expected 
from the coming ‘one big labor federation.” 


Helping Expatriates Meet Higher Living Costs—tiving costs abroad may be 
substantially higher than in the United States. Therefore, many companies 
try to compensate their expatriate employees for differences in the cost of 
living. They may also provide special grants for housing and the education of 
children. 


"Would You Care To Contribute?"'—Office collections for coworkers can cause 
many problems both for the employees and the company. The Bankers Trust 
Company, of New York City, believes it has found a solution in its plan for 
“painless giving.” 
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Leading authorities both here and abroad give their latest thinking on 
atomic energy. These minutes are the most comprehensive compilation 
of industrial applications, including information on: 

Production of commercial nuclear power 

Use of isotopes for production and research 

Safety measures 

Sales opportunities 
in all, the book contains 41 subjects .. . 89 illustrations .. . 412 pages 

. originally prepared for conferees, copies in limited number are 

now available to others at $15 the copy. 


ATOMIC ENERGY IN INDUSTRY 


